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ANNEX A 

ODUCTION AND MZTHOD0IX)GX 

1.1 eyerview of Central Issues for m v W n t _ a n d m  
Eumkism 

Institutions promoting export and investment have received 
extensive assistance from A.I.D. over the past 10 years, 
particularly in the Caribbean Basin (the CBI region), where 
assistance has reached a quartor of a billion dollars in current 
tmrms. Support to those institutions has been a focal point of 
A.I.D.*s private sector assistance strategy not only in the CBI 
region, but worldwide. As A.I.D.'s trade and investment 
portfolio expands and matures, an increasing number of missions 
must decids whether to continue funding these institutions or 
whether to add such assistance to their programs. 

Three issues are central to this decision: 

1. Do these institutions have an impact on the firms they 
assist? 

2. Do they have an impact on exports and foreign 
investment at tho national level? 

3. Is support to thoso institutions economically 
attractive and cost-affective? 

This report seok. to assist A.I.D. managers with this 
decision by answering there quastions. It assosses experience 
with A.1.D.-supportod institutions (ASI8) for export and 
investment promotion in the CBI region, but the findings are 
expected to be of ure and interest to A.I.D. missions worldwide. 

The study soaks to address five question8 that are key to 
the issuos identifiod above: 

1. What has bean tha oxport porformanco of the threo case 
study countriom whoro the ASIs studied are 
locatod--Costa Rica, the Dominican Republic, and 
Guatemala--and what role have macroeconomic policies 
played in contributing to this performance? 



2. What assistance strategy has been pursued by each of 
the promotional institutions, and how has this strategy 
been translated into a mix of direct services to finns 
and other activities? 

3.  What services have been used by firms, and have these 
services had an impact? 

4. Are these programs austainable, with or without 
continued A.I.D. support? 

5.  Have these programs generated economic benefits 
sufficient to justify A.I.D.'8 investment? 

Each of the five issues papers that follow (Annexes B-P) 
focuses on one of these questions. The final issues paper (Annex 
G) draws on the findings in each area to summarize the 
implications for A.I.D. programming and to define assistance 
mtrategies that both offer high impact in relation to the 
expenditure required and are sustainable. 

The report focuses in particular on seven institutions that 
have recaived substantial lave18 of A.I.D. assistance, havo 
operated in countries with a comparatively favorable environment 
for inveotment and oxport, and have accumulated sufficient 
axperionce to permit an assessment of their program and it8 
impact on exports, investment, and employment growth. These 
institutions include both establishrd organizations and 
institutions whom8 establishment was directly related to A.I.D. 
sponsorship and funding (for more detailed descriptions, so. the 
institutional descriptions attached at the end of the Annex). The 
institutions arm as follows: 

m, a public sector promotional unit in Costa Rica 
targeting both local firms and foreign investors; 

m, an A.1.D.-sponsored privato entity in Costa 
Rica targoting primarily foreign inve8tors in the 
manufacturing rector; 

ErNDE/CAAP, an A.1.D.-sponsored private 8ntity in Costa 
Rica targoting local and foreign agricultural firms; 

-, an ostablishod manbarship organization in 
Guatemala targeting primarily local fibnus in the 
manufacturing and agricultural sectors; 

z, an A.1.D.-sponsored private entity in tha 
Dominican Ropublic targeting primarily foreign 
investors in the manufacturing sector; 



-- JACC, an A.1.D.-sponsored membership organization in 
the Dominican Republic targeting primarily local firms 
in the agricultural sector; and 

.- m, an independent project implementation unit 
operating in Central America and targeting local and 
foreign agricultural firms in the Central American 
ragion. 

Tho programs offorod by theso institutions are analyzed 
primarily through a survoy addressing the services offerod to 
cliont firms. This amphami8 on the services used by firms is 
central to the studyos methodology. It does not by any means 
oxcludo consideration of tho institutionso programs in other 
aroas, such as lobbying, but thoso programs receive much leas 
attention in the study. In general, this study does a seek to 
answer oither of tho following questions: 

We What types of A.I.D. assistanca or other factors are 
most offoctivo in bringing about policy reforms that 
favor invostmont and exporta? 

-- What aro tho main dotarminants of U.S. firmst decisions 
to invost in spacific devoloping countries, and how can 
A.I.D. most offoctivoly increase tho number of firms 
that do so? 

Tho rational. for tho decision to focus on services is 
thrao-fold. First, tho direct support rentices provided to the 
firms lio at tho hoart of tho promotional programs studied. 
Second, a sorvico-oriantad focus providod tho best vehiclo for 
extracting information from tho firms on their uue of tho 
promotional institution8 and tho bonafit thoy derived. Tho 
survey could thus bo dorignod in a way that encouraged tho firms 
to provido information on altornativa sources for tho sorvicos 
wad, permitting a bottor moasuro of the impact of tho .orvices 
supportod by' A. I. Dm 

Finally, a focum on sorvicos offorod groator promi80 of 
supporting fira conclusionso comparod with an attempt to analyzo 
tho full rango of activitiom of tho promotional institutions. 
Tho study warn domignod to focur on promotional institutions, not 
on tho full rango of inrtitutions supportod by A.I.D., much loss 
on non-projoct assistance. An attompt to dotormino tho impact of 
tho promotional institutions on othar aroa8 to which thoy havo 
boan only on0 of rovoral contributors would nocossarily havo 
roquirod tho study to oncompass a much broador rango of 
institution. and program than was feasiblo with tha rosourcos 
providod. 

Tho sorvico focus thoroforo roduces tho amphasis to two 
othar area. in which tho promotional, institutions havo been 



active: (1) policy and (2) general promotion of the country and 
its exp~rts. Activities in both areas are discussed briefly, but 
no attempt is made to assess their impact beyond that on the 
firms that received direct services. For example, CINDE/PIE has 
advertised the desirability of investing in Costa Rica in trade 
journals and other media. It could be argued that U.S. firms may 
have decided to invest in Costa Rica and proceeded to do so 
entirely on the ntrength of these advertisements (and therefore 
would tend not to be represented in the survey of assisted firms, 
although they might be found among the unassisted sample). 
Conversely, it could be argued that firms that decided to 
consider Costa Rica on the basis of the advertisements (if any) 
ultimately received other services from CIRDE, such as site visit 
support, and therefore appeared in the survey. 

In any case, the mtudy included the cost of general 
promotional activities, which have generally been incorporated 
into thm information mewice category, but has not attempted to 
maaoure their impact beyond what warn represented in the survey of 
assisted firms. 

Several important distinctions run through the methodology 
used to answer each of these questions:: 

...- Are there important differences between agricultural 
and manufacturing firms? 

-- Are there important differences between export 
promotion programo (targeting local firms) and 
investment promotion programs (targeting foreign 
investors) ? 

-- Are there important differences across countries at 
different atagem of development? 

To broaden the scope of information available to answer 
these questions, promotional institutions in Chile were added to 
the rtudy, including two public sector inmtitutions [ProChile and 
Corfo) and a private entity (Pundacidn Chile). 

The remainder of this annex discusses th8 methodology used 
in the study in more detail. Saction 2 describes the methodolo- 
gies w e d  for designing the survey instrument and melecting 
mamplem. Section 3 then briefly discusses the overall approach 
taken in each of the five aream identified in Section 1.2. 

' This mtudy was carried out by a team of nine people, using 
approximately 20 person-months of effort over a period of about 



I five months. The study was designed to draw principally on 
I field-based data provided by promotional institutions and 

directly from exportere and investors. Six team members were 
responsibla for carrying out field surveys. The remaining team 
members worked in Washington, D.C., completing telsphone surveys 
and compiling field data into a centxalized database. 

Tho team completed four field surveys, in Costa Rica, 
Guatemala, the Dominican Republic, and Chile. Two-person teams 
spent approximately one month in each country. Field otudy data 
wexe supplemented with data from semi-etructured telephone 
interviews with A.I.D. managers, foreign investors, and local 
exporters in other LAC countries including Barbados, Belize, El 
Salvador, Hondurae, and Jamaica. 

Three countrien selected for the field surveys, (Costa Rica, 
the Dominican Republic and Guatemala) met the following criteria: 

-- Each had at least one A.I.D. project that was 
considered to be euccessful. These included CINDZ/PIE 
in Costa Rica, the Investment Promotion Council in the 
Dominican Republic, and PROEXAG bassd in Guatemala. 

ow Each had two or mora investment promotion and export 
promotion programs covering the agriculture and 
industrial sactors. This provided sufficient data for 
comparativa analysis. 

Each had an A.I.D. mission that eupported the study. -0 

Tha fourth country, Chila, was included in the nurvey as a 
wcontrolw country. A.I.D. wanted to examine (1) a trada and 
inventment program in a non-A.I.D. country site that has 
experienced significant success in nontraditional exports both in 
the agricultural sector and selected industries and (2) 
promotional institutions that have not received A.I.D. 
arsimtanca. 

Bofore conducting field virits, the team designed s nurvey 
instrument and pretested it in Costa Rica. The survey instrument 
posad quertions that could be used in the target countries in 
four different areas: 

1. Basic Background Information. Thin section asked 
general quastiohs about the firm's line of busine88, 
the year it startad exporting, whether it was local or 
foreign owned. 



2. Services Received. This category requested data on the 
use, level of impact, and importance of 32 different 
rarvices. The rervicee were grouped into five general 
categories: information, private sector contacts and 
referrals, invertment/expork promotion services, 
technical assistance/training, and government 
facilitation. (For a detailed description of the 
services, see the glosrary at the end of this annex). 

3 .  Export8 and Employment Data. An important objectiva 
was to determine the growth performance of 8u~eyed 
firms. Thir war important for comparing data against 
inatitutional claims of economic impact (e.g., number ' 

of job8 generated, exports) as well as for comparing 
the rucceam of amrimtad and unassisted firmr. Spacific 
questions focused on growth of exports, growth of 
employment, and estimated net foreign exchange earnings 
of export sales. 

4. Institutional Xmpact. Thir rection collected 
information on the impact of both A.1.D.-aupported and 
non-A.I.D. institutions on a firm's decision to invest, 
export or incraase exports; firmo were asked to 
identify the overall importance of country climate, 
private sector repvicer, and A.1.D.-supported 
inrtitutions. 

The quertio~aire included a total of about 25 questions (a 
copy of the questionnaire ir included at the end 02 thir annex). 
On average, each interview took approximately 30 to 60 minutes to 
complete. Anrrwers from the survey were coded and entered into a 
database for statirtical analysir. 

The oample of fins selected for the rurvey im conbidered to 
bo representative, although time and remource limitations made it 
impractical to construct a fully random rample. For each country 
targot levels were set for each of four rample populations of 
interest--assirtad and unasrirted manufacturing and agricultural 
firu. The sample was weighted to enrure that 75 percent of the 
aample were beneficiaries of A.1.D.-supported promotion 
institutiono and 25 percent were unassisted firms. The sample 
was also weightad to account for two other factors: (1) the 
added value of nontraditional exportr in both the agricultural 
and industrial sectors and (2) the level and distribution of 
AoImDm financing in agriculture and indurtry. 

The target rample group for each country war 50 firms--34 
arsisted and 16 unasrirted. The rample group war limited to 



agribusiness and light manufacturing (e.g., electronics, 
textiles). The distribution between manufacturing and 
agribusiness firms reflected the value-added distribution by 
sector and level of A.I.D. assistance. The approximate sectoral 
breakdown by country is given in Table A-1. 

Table A-1. Sectoral Breakdon of Survey Sample 

Manufacturing Agribusiness 
Country (percent) (percent) 

Costa Rica 75 25 

Dominican ~epublic 60 40 

Guatemala 40 60 

Chile 40 60 

Source: Consultant survey. 

The mtudy universe included all assisted firms identified by 
the promotional organization8 and unaseistad firms taken from 
limtr compilad by chamber8 of commerce, axport associations, or 
other independent groups (see Section 2.3 for a description of 
the sampling procasm). Because tho sample8 taken were not 
considered representative of the population as a whole, we did 
not pool the data. Instead, meparate analyser were carried out 
for each of  tha four underlying ramples: arairted agricultural 
firms, unassisted agricultural firms, aclsiped manufacturing 
firm., and unasmimtad manufacturing firmr. The #ample included 
both foreign and local firmr. The only mcreening criterion was 
that all firm8 have at laamt 20 amployeem and at least one year 
of axperienca as exportarm. 

All tho firm8 selectad were drawn randomly from list8, with 
M e  following axceptionr: (1) 8ome firms were added if tha 
randomly drawn 8ample did not have a good dirtribution of 

'we prefer to use thim procedure in developing a weightad average 
of the diffarent ramplor for several rearon.: (1) we have a vary 
good ramp10 of asmiatad firm and wa do not wish to contaminata tho 
findings by pooling data from unarrmisted firms; (2) we do not think 
the asrimtad firmr and unarmiated firms are drawn from the same 
population; and (3) wa do not know the proportion of the total 
population of axporting firm8 that were assisted because we do not 
know the total population. 
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and local firms, and (2) single firns located in 
! remote locations (i.e., no other firms were selacted from the 

same region) were eliminated because of time constraints. 

In ouz analysiu of service impac*. we calculated confidence 
intervals. We exclude all services that were not statistically 
different from the 0 to 90 percent confidence levels. Further- 
more, analysis of sample averages, particularly for sales and 
export levels, included only firms that provided data. We did 
not impute any missing values. 

2.3 - Cowtrv Sggaple Selec- The Cme of the D m  
mm2us 

The team tried to standardize sampling procedures across 
countries, sectors, and institutions. However, differences in 
the clientele groups of the various programs studied and, more 
important, differences in the availability of li~ts for 
unassiuted firms led to a certain unavoidable degree of variation 
in the upecific procedure u8ed for each country. The experience 
in the Dominican Republic, discussed next, illustrates the 
general procedures used for all the countries as well as the 
difficulties encountered. 

Before departing for the country, the team communicated the 
target sampling levels to the USAID mission and the two 
inotitutions to be atudied. Once in the country, the team met 
with each group to explain the different sample populations 
further and gather auggeutionu on sources for the unassisted 
firms. Each institution wam asked to assemble a list of firms 
that had received wsubstantialw or wsustainedu assimtance from 
the institution, as evidenced by a visit to the factory or office 
or other intensive assistanca. The organizations were urged to 
provide a list that included as many firms as possible but 
excluded firmo that had received only minor assistance (such as a 
set of brochures or a brief office consultation). 

Tho IPC (an investment promotion agency) provided a list of 
foreign investments that they had worked with over tho pant two 
years. Lists of firm that had received earlier assistance were 
not available because of the lag in setting up an intornal 
information ryotem to maintain such data. Further discussions 
yielded a supplementary list of local contracting firms with 
which the IPC had a180 worked. JACC (an agricultural export 
promotion agency) provided list8 of firms that had receivad 
assistance in its most important programs, based on diverre 

'sea Annex D for a detailed discussion on the calculation of 
confidence intervals. 



ao~rces including the recollection of the technical staff and 
invoices for sentices rendered. 

In both cases, the survey team assigned number9 to the firms 
on the lists and drew a sample from random numbers. A somewhat 
larger sample than necessary was drawn to allow for drop-outs. 
Them two samples provided the basis for the assisted firm 
mample. Despite the disruption of the team's work schedule by a 
general strike accompanying the presidential inauguration, this 
mample was adhered to fairly strictly. 

At the 8ame time, the team collected other lists of 
exporting firms. The two lists that were ultimately used to 
construct the sample of unassisted firms were 

-- a list of free zone firms, which was culled to exclude 
firms established before 1980, provided by the IPC from 
National Free Zone Council sources, and 

-- a list of local exporting firms that exported more than 
$100,000 in 1989, provided by the data center of 
CEDOPEX, a government agency. 

The latter list included information on product category, 
thus enabling the team to identify agricultural firms, industrial 
firmm, and others that were excluded. Approximately 60 firms in 
each were category on thi8 list. The list, which was upecially 
generated by the CEDOPEX data center for the teamt. use, was not 
available until the second week of the team's work, and a 
dociaion was made to proceed with the free zone firmm instead of 
waiting until a single consolidated list could be assembled. The 
taam attemptad to anrure that the .ample maintained a balance 
between firms inside and outaide the free zones (both local and 
foreign investors are found in each area). 

For all three unassirted lists (frea zone firmr, local 
agricultural firms, and local manufacturing firms), the same 
procedure was used as that for the assisted firms-the firmu were 
numbered and uelected using random numbero generated by the tsam. 

The ramplerr were adhared to strictly, with the exception of . 
a faw fins in remote free zones, which were excluded for 
logistic reasons, and agricultural firm8 identified only by the 
oxporterom name that were believed to represent export agents 
rather than exporting firm.. For both sample., a greater number 
of firms was drawn than needed, and replacements were made as 

%he random numbers were generated from the last two digit8 in a 
column of telephone numbers on a page selected at random from the 
Santo Domingo telephone book. 



needed to reach the desired targets for each group within the 
study's limited time-frame. 

Beuides the firm-level analysis, the utudy team also 
analyzed the strategiem and financial resources of A.1.D.- 
rupportad institutions, and to a much more limited extent, 
promotional institution8 in Chile. The institutions reviewed 
included CINDE/PIE, CINDE/CMP, and CENPRO in Costa Rica: IPC and 
JACC in the Dominican Republic: PROEXAG and GEXPRONT in 
Guatemala: and ProChile, Fundaci6n Chile, and CORD0 in Chilem4 

For each of the A.1.D.-supported institutions the field 
teamo identified the typar of service8 provided and financial 
resources expended by mervice category. In the case of the 
Chilean institutions, tha lavol of analysim is not as detailed. 
Becaume the institutions in Chile do not receive funding from 
A.I.D., they were reluctant to mhare detailed financial 
information with the study team. (A description of each of the 
institutions is provided at the end of this annex.) 

The original scopo of work for +ha study envisioned the 
completion of four country report8 and a synthesis report that 
oummarized the major finding8 from the field surveys. Upon 
further discussion, however, it was decided that thi8 format did 
not allow for mufficiently detailed and acceo8ible comparative 
analymim . 

In an affort to dovolop a more intagratad discumsion of 
irmuem considered important by A.I.D. managera, it was decided to 
concentrate on issue8 rather than countriem. Tho principal areas 
of analysis promanted in meparate annexes that follow thi8 annex 
are O u e ~ i e v  of Export Porfor~ance and A.I.P. Support to Export 
Promotion (Annex B), Promotional Inatitution8/Projectm and 
Service8 (Annex c), 8 e ~ i c o  Ume and Impact (Annex D), 
Sumtainability of Promotional Service8 and Inntitutionm (Annex 
t ) ,  and Cost-Benefit Analyd8 (Annex P). 

B8low are brief mummaria8 of the overall approach taken in 
each of the annoxem. 

'8ource: Conmultant survey . 



3.1 pverview U o r t  Perfo-ce & A.I.D. S-o* 

Thiu section is designed to prepare for the analysis of the 
promotional institutions and their impact on nontraditional 
exports. It reviews tho oxport performance of the CBI region 
during the ~aribbean Basin Initiative, that is, fron 1983 to the 
preuent. It focuseu particularly on the four case study 
countrieu and examines briefly tho role that policies have played 
in promoting export artd investment growth. It is beyond the 
8cope of this paper to attempt to identify the determinants of 
axport growth, therefor., the analysis in this section is limited 
to basic statistical techniques, such as calculation of 
subsectoral growth ratas. . 

3.2 -titutiQLU/Probts and Servbes (-ex Cl 

In this section is a briof overview of A.I.D. assistance to 
promotional institutions in the CBI region as an introduction to 
a moro detailed discursion of the otructuro and rervica mix 
offarod by aach of tho mevan inetitutions otudiod in depth. The 
discuusion.draw6 on two technique8 to comparo tho institutions 
rtudiod: (1) comparison of the institutional rtrategies in terms 
of six key factors and (2) comparison of the mjx of direct 
support servicem offarad by tho institutions and the resourcaa 
allocated to aach service araa. This section is intended to 
doscriba the programu studio6 and to introduce tho mervico 
catogoriou that underlio tho impact analysis in the next section. 

Thim maction draw6 primarily on a survay of 152 agricultural 
and light manufacturing firm8 in tha throo CBI countriam: 105 
amsiatod by tho promotional institutions and 47 drawn from tha 
gonoral population of axporting firms (reforrod to as wunaasistad 
firauw ) . Tho mamplom voro choron randomly from, rampoctivoly, 
limtm of amsistad firm providad by tho inmtitutionm and liats of 
axportarm acquired from other rources. Tho suntey was 
rupplomantod by adminiatration of a mimilar quartionnairo to 10 
firm8 in Chilo and by phona to 16 firm8 suggostod by promotional 
inmtitutionr in Barbadom, Bolizo, El Salvador, and Honduras. Tho 
rummy includad bamic information on tho firm (mega, ownarmhip), 
us. of sonticam and tha impact attributad to oach sorvico, tha 
firmom assosmmont of tho i~pact of various rourcam of amsistanca, 
including tho promotional institutions, and information on firm 
parfornanco in toms of axports and omploymant. Theso data ware 
malytad statistically using movaral packages (Lotus and d W E  
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JkT for tabulations and cross-tabulations, and TSP for regression 
and correlation analyses). 

This section analyzes the sustainability of the programs 
supported, with emphasis on their financial sustainability. It 
examines the institutions0 sourcee of funding, including current 
umer charges, and examines the implication8 of alternative 
approaches to meet the cost of promotional programs for the 
health and longevity of the institutions. 

This section presents primarily a cost-benefit analysis of 
three of the promotional institutions (CINDE/PIE, IPC, and 
PROEXAG's program in Guatemala). The analysis was limited to 
them because the other institution. did not have sufficiently 
detailed measure8 of impact, in the form of a list of specific 
investments or.exports attributable to their assistance. The 
cost-benefit analymim draws on the methodology developed by 
Warr, which measures bonefits in terms of the difference between 
value added in financial terms and value-added in economic terms 
(mhadow-pricing labor, other domestic inputs and services, and 
foroign ixchange). For reasons discussed further in the cost- 
benefit analysis section, the benefits used for this analysis 
wero limited to an astimato of the value of additional employment 
created. The cost-benofit analysis is supplemented by a 
discussion of cost-effoctivonesm measures to placo the investment 
in tha context of itm impact on exports and growth at the 
national levol. 

In each of those annexes the reader is presented with a 
quantitative comparative analysis. Those conclusions axto then 
munarized in a lams academic, more journalistic style in the 
synthesis report and Annex G. In this way it im hoped that the 
study strikes a balanco in responding to those interested in 
quantitative, detailod analysis (provided in the annexes) and 
thome more intorooted in capturing the principal conclusions 
(prerented in tho synthesis). 



Presented in thia glossary is a brief description of each of 
the service categories, a8 defined in the study. An attempt was 
made to apply these definitions as strictly as possible across 
countries, institutions and individual companies, for purposes of 
the aurveya and the collection of cost. data from the institutions 
and projects . 

1.1. Printed Information--General. Information on the 
general investment or trade environment of the 
country, for example, costs, legal and regulatory 
framework, infrastructure. 

Printed Information--Sector/Product Specific. 
Sector- or product-specific information, for 
example, coat data, technical journal articles. 
Some institutions receive technical journals, 
distribute copies of the contents page to 
interested members, and rend the article8 
requested by member8 for a mall Fee. 

In-Country Question and Answer. Brief telephone 
or office consultationa. 

Overseas Promotional Representation. Inveatment 
Promotion Offices (CINDE), commercial attachdo 
(GEXPRONT), private consultants (IPC, PROEXAG). 

Foreign Market Information. Printed or on-line 
information on market structure, price., and so 
on. 

(a) Other. General orientation/motivational 
information for new or potential exporters, for 
example, ampects of starting an export business 
(GEXPRONT inmart in local newspaper), 

(b) Other. InZormation gathering/marketing trips 
to foreign marketa, for example, PROEXAG's 
aaparagur, cut flowers, and berry tour.. 



2.1. Directories and Referrals. Directories or 
referrals for professional services (e.g., 
lawyers, accountants, translators) as well as 
exporters and importers, Qualifying directories 
much as the Blue Book and Red M o k  for fresh 
produce, or Standard & Poor's and Dun and 
Bradstreet. 

2.2. Deal Making (Joint Venture). Active assistance in 
establishing joint venturer for investment. 

2.3. Trade Fairs. Sponsorship, attendance, organization 
or a combination of local exporter's participation 
in local and foreign trade shows. 

2.4. Buyer Contacts. Assistance in identifying, 
evaluating, and presenting buyers through 
publicationo, electronic databases, foreign buyer 
visits, marketing trips, and informal referrals 
from amsociation members 

2.5. Other. Daal Uaking (Trade Deals). Active 
aasirtance in putting together trade deals and 
keeping negotiations going, 

3.1. Firm-specific Market Research. Market research 
conducted for specific clients, whether an 
individual company, a cooperative, or an 
asrociation of producers and ranufacturerr. Doer 
not include mector profiler done by inmtitutions 
for strategic planning. 

3.2. Support for 8ite Visits. Ammistance to potential 
investor8 or buyer8 during mite visits, for 
example, matting itinerary, arranging tranmport 
and translatorm. 

3.3. Expatriato Facilitation. Assistance to investors 
in parsonal matterm regarding relocation-finding 
houming, rchools, and so on. 

3.4. kgal Ammistance. Outside legal assistance of any 
kind, including providing assirtance to prerent 
appeals or mitigate action8 under PACA (Perishable 
Agriculture Conodity Act). 



Accounting Ammistance. Outside accounting 
ammimtance of any kind, for example, external 
auditor.. 

Credit Amsistance. Include8 dissemination of 
information on local and foreign credit sources, 
amsimtance in obtaining credit and extension of 
credit . 
Recruitment. Amsistance in recruitment of 
permonnel, including pre-screening and use of 
personnel data bank8. 

Peamibility Studiem. Ammistance in the 
preparation or financing of feasibility studies. 

Production/Procesming. Coordination or direct 
provision of technical assistance in production, 
post-harvest handling and processing, including 
applied remaarch and farm trial.. 

Harketing. Strictly defined am aswirtance in 
labeling, packaging, mhipping and dimtribution of 
the product. Identification of and negotiation 
with potential buyer8 come8 under nBuyer Contactsa 
(Section 2.4). 

Management. Includes mtrategic managamant or 
entrepreneurial amsistance to potential 
investor/exporters, am well a8 arsimtance to 
current axportarm. Timely ammistance to potential 
investor8 can save both time and money by helping 
the investor avoid a bad invemtmant. 

Training. Strictly defined as somi-formal or 
formal training, for example, raminarm, workmhopm, 
courmem, field day.. In-house on-the-job training 
wam excludad. 

5.1. One-Stop Shop. Centralized procamsing of 
paperwork related to either invamtment or export 
approvals. 



5.2. Assistance in Processing Approvalis/Paperwork. 
Assistance in processing paperwork related to 
investment or export incentives, and tho ongoing 
operation of a businemm. 

5.3. Governmental Contact.. Active assistance in 
matting up appointmanta with governmental 
agonciom. Providing lirt8 or name8 fall8 under 
wDirectoriea and Roforralsw (Section 2.1) . 

5.4. Cumtoma Amrimtanco. ~smimtanco in resolving 
probloms with tho local Cvetoma Sorvico. 

5.5. Lobbying/Policy Roforr (national). Effort8 to 
improvo tho logal and/or rogulatory framework of 
tho country, for oxamplo, oxchange ratem, levols 
of fiscal incantivom, bureaucratic delay., . 
transport ratar . 

5.6. Pomt-Invemtment Troubloahooting (with local 
government). Ammistance to investors in 
relocation whon a govarnmental office im involved 
much am gotting wcrrk visa8 or importing houmehold 
itom.. 

5.7. (a) Othor. Lobbying/Policy/Regulatory Reform 
(foreign) . Ubbying with foreign govommontm for 
greater rarkat accamm, for oxamplo, FDA (peaticid. 
monitoring procodurom), EPA (changom in procedure8 
for regimtering pornticid. me), tho Agricultural 
Pomt-Harvomt Inmpoction Symtom (APHIS) (admim- 
mibility of tropical crop.). Preparation for 
bilataral and aultilatoral trado negotiations ruch 
am quota negotiation8 with tho Unitod Statem. 

(b) Other : USDA/APXIS Pro-Inapoction Program. Pro- 
cloaranco of agricultural product. for U.S. market 
in conjunction with USDA/APHIS. Thi8 program 
oxiat8 in tho Dominican Ropublic and im 
adminimtared by JACC on a feo baaim. 



Since 1983 AID/Costa Rica (CR) has concentrated its 
institutional funding for nontraditional axportm in tha Costa 
Rican Coalition of Dovolopmant Initiatives (CINDE). Sinca 1986 
IWD/CR hao provided naaxly $20 million to axport and investment 
promotion institutions. Approxbatoly 60 percent, or about $11.8 
million, of this funding has gona to tha CINDE/PIE (Investment 
Promotion). The budgatm of CINDE program8 ara almost entiroly 
dapendont on A.I.D. funding. 

Traditionally, CINDE has principally consimtad of four 
ralatsd, but financially separata, programs: (1) PIE--Investment 
Promotion, (2) CMP--Nontraditional Agricultural Devalopment, (3) 
PROCAP--Training, and (4) CINDE-CENTRAL--Lobbying and 
Administrative Arm of tho othar CINDE programs. In 1989 a fifth 
program designed to assist local industrial producers--1mpulso 
Industrial--8tart.d oporationm. Boginning in January 1990, all 
four of there program worm consolidated into thraa divisions: 
Markating (PIE), Agricultural (CAAP), and Industrial ( P R O W  and 
Impulso Industrial). Tho thraa divisions are housod and financod 
through one institutional structura. 

This study primarily focusas on the operations of PIE 
(rafarrod to as CINDE/PIE) and CAAP, which togather hava 
accountod for about 85 porcant of total A.I.D. funding to CINDE. 
To a much los8er extant, A.I.D./CR racantly providod funding to 
tho Cantar for tha Promotion of Exports and Inveetment (CENPRO), 
a govarmant agancy. 

Both CINDE/PIE and CAAP bagan operations, as thoy appaar 
today, in 1986. Tho mtratogy followad by both programs has 
consirtad of a hands-on, proactive, targetad stratagy. Both 
programs concentrat. on working diractly and intansivaly with 
foraign invamtors and local axportarm. In tho cam. of CINDE/PIE 
thim assistanca conmistm mostly of reaching out to invastors at 
tho pro-invastmant stag. through cold-calls, briafing raatings 
hold in ovarmoas officam, and sita visitm. CAAP concantratas it8 
afforta on providing tachnical assistanca to a aalact numbar of 
f armarm. 

CINDE/PIE actually bagan oparations in 1984. During tha 
firmt two years of implamantation, tho program.adoptod what could 
b. tomad a wfacilitatorw strategy. Tho project sproad its 
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resources among a variety of activities: export promotion, trade 
promotion, investment promotion, general lobbying, ant3 general 
atudier. This strategy, however, did not work because it did not 
properly match project resources to the specific competitive 

i advantages of the Coota Rican economy'. In short, the program 
apread itself too thin by trying to be *all things to all 
people. * 

By mid-1985 the program twitched to an aggressive and 
targtated *promoter* strategy. The institution focused almost 
axcl.usively on investment promotion, with some additional 
assjatance in simple contracting. Initially, four sectors were 
targeted for promotion: textiles, electronic8, metal mechanics 
and plastics. Five over8eas offices were established to "cold 
callw potential investors and actively stimulate interest in 
Cowta Rica. The staff promoted three type8 of investment: 
industrial parks/EPZm, temporary admissions, and export 
cor~tractr. By the middle of 1988, the program began to expand 
ita range of service8 by working on more sophisticated 
contracting deals. Currently, the program has focused on 
diversification by targeting other mectors including jewelry, 
pharmaceuticals, shoar, leathar, and toys. 

In 1989 CINDE/PIE (axcluding the Impulso Industrial program) 
amployed 63 people. The staff of CINDE/PIE are evenly divided 
between the investments division (28) and the marketing division 
(23). An additional 12 people ara administration/support rtaffaW 

Similar to CINDE/PIE,the CAAP program initially failed to 
adequataly target it8 aervice8. Within one year, however, CAAP 
had identified a list of crop8 that presented the best 
opportunities for development. During the firot two years, CAAP 
focused its affortm on providing technical asoiotance. By late 
1987 tho program alro began to push for better marketing 
asmistance. Sinca mid-1988 CAAP ham provided both overseas 
marketing rarvicem, primarily through an offico in Miami, am well 
as targatad technical armimtanca. Sinca the outset, it ha8 
axpanded it8 rang. of crop8 targeted for assistanca from four in 
1986 to more than 14 in 1990. 

About 25 parcant of A.I.D./CR funding, or $5.2 million, went 
to CINDE-CAAP (Nontraditional Agricultural Export Development 

' For a detailad demoription of tha *pronotar* and *facilitatorw 
mtrategiem mee the C Z . i . 2 ,  report wPromoting Trade and Investment 
in Constrained E r t ~ i 2 ~ * - a a + l L :  A.I.D.os Experience in Latin America 
and tho CaribbeanH. 
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Program). CINDE-CAAP employed 92 people. Host of tho staff (62) 
is concentrated in tho production department, which in 
responmiblo for working diroctly with farmers on technical 
a88ietance. The rest of tho mtaff ia divided as follows: new 

i crop8 department (13), invamtment promotion ( 5 ) ,  and general 
! adminiatration (12). 

I Beginning in 1989 A.I.D./CR provided $339,000 to CENPRO, 
which represented loss than 60 percent of total funding. CENPRO 
im a governmental agoncy, the only one among tho meven 
inmtitutions and projocts reviewed in depth in this report. 
CENPRO, with the smalleat budget, employs 93 people. The 8taff of 
CENPRO im wenly divided among eight departmentam The 8erviceo 
provided by CENPRO are not a8 firm-specific and intensive a8 

1 thome of PIE and CAAP and are limited to printed information, 
diroctory of Costa Rican oxportore, trade shows, export contract 
incontivem and government facilitation. CENPRO works with both 

i agricultural and manufacturing oxportern. 

Similar to CINDE in Co8ta Rica, A.I.D./Guatemala has 
concentrated it8 inmtitutional funding for nontraditional export8 
in on0 program--tho Guild of Exporters of Nontraditional Product8 
(GEXPRONT). The budget of GEXPRONT program8 i8 1088 dependent on 
A.I.D. funding than is CINDE, with nor0 than 35 percent of total 
funding coming from momborahip fear. 

Tho primary objoctivo of GEXPRONT is tho development and 
promotion of nontraditional export8 in both tho agricultural and 
manufacturing moctorm. Of the rovon inmtitutionm and projoctr 
roviowed, GEXPRONT and CENPRO are tho only two that deal with 
promotion of oxportm in both tho agricultural and indurtrial 
8octorr. GEXPRONT prmotor oxport8 by working at both tho micro 
lovol, by providing mervico8 to expoz-term to dovalop and promoto 
product., and tho macro lovol, by encouraging more favorablo 
policiam and d ~ v ~ l ~ p m e n t  of botter inframtructuro. A mombormhip 
ammociation founded in 1982, GEXPRONT has received A.I.D./G 
funding undor a variety of projoct8 dnco tho mid-19808. 

Ono of tho major componontm of GEXPROm arm tho very activo 
moctor and product-rpocific coamimrionm. Thoro aro fivo major 
cormnimrions, with meveral rubcommirmions and working comittees: 
Agriculture, Aquaculturo, Furniture and Wood Productr, Assembly/ 
Haquilla and Manufacturing. Thoro commission8, momt of which 
m o t  weakly, provido tho major input for new program8 and 



directions, as well as requests for technical assistance. 
According to the general manager, approximately 90 percent of 
GEXPRONT's activities are direct responses to commission 
requests. The commissions also facilitate communication between 
GEXPRONT staff and members, encourage cooperation and exchange of 
ideas and information among members in similar product lines, and 
serve as a forum for discuesion of common problems and potential 
needed actions. It has been estimated that betwaen 25 to 40 
percent of members participate in conmissions. 

Until 1990 GEXPRONT had worked almost exclusively with local 
axporterm and investors, concentrating on the development and 
promotion of agricultura and assembly industries, through more 
passive aervices (information and trade fairs) and policy reform. 
In the past year GEXPRONT haa begun to also work with foreign 
buyers and investors, has expanded into the promotion of 
industrial product., and is becoming more actively involved in 
deal making. It recantly contracted with a U.S. consulting firm 
to carry out several product-specific market studies and organize 
an exploratory site visit to Guatemala for 14 U.S. buyers of the 
mora promising products. Since late 1989, GEXPROPJT has been 
providing the Investor Services Center (funded by A.I.D./G and 
housed in CAEM, the Businesomen8s Chamber) with sector- and 
product-specific support. 

GEXPRONTgs overall corporate strategy for 1990 has focused 
on four araas: (1) influencing all presidential candidates to 
support programs beneficial to nontraditional exporters, (2) 
working to improve transportation and telecommunication services 
and education/training programo, (3) developing a membership of 
3,000, and (4) improving tho quality of local consultants. 

The staff of GEXPRONT ir divided into two units: 

-- Operational Unit (Promotion, Training and Technical 
Asmistance, Information, Projects) and 

-- Strategic Unit (CONAPEX and CONACOEX, Transport Rate 
Negotiating Off ica) . 

Tha GEXPRONT program i8 represanted in the United Statas 
through tha commarcial attach68 in tho Guatemalan embassiaa (they 
partially financa thasa officam). The main office is in 
Guatamala City with a smallar on8 in Quetzaltenango. 

Since 1985 A.I.D./ROCAP has concentrated much of its funding 
for trade and invastgent promotion in the nontraditional 
agricultural axport support projact (PROEXAG). The project is a 



regional program for Central America. The project office is 
located in Guatemala City and works through local exporter 
associationr in various countries. It also has a representative 
in London. Although tho office receives drop-in visits, it 
mainly responds to written requests for information and 
asristance. The project is funded entirely through A.I.D. and is 
the only wnoninstitutionalu program included in this study. 

PROEXAG's three primary objectives, defined by time horizon 
and target group, are to 

1. Provide technical and entrepreneurial assistance to 
individual enterprises in order to establish as quickly 
as possible relf-sustaining growth of nontraditional 
agricultural crops (short term/enterprise level); 

2. Strengthen the capacity sf export support organizations 
to represent and defend the interests of the nontradi- 
tional agricultural export subsector and to provide or 
facilitate the provision of general support services 
(medium tenn/export support organizations); and 

3. Transfer crop-specific technical information and 
contacts within the industry to groups of producers and 
exporters, as a means of strengthening their capacity . 
to access information, technology, expert advice, and 
markets (long term/crop associations). 

PROEXAG's strategy is to provide long-term targeted 
aaristance. After developing a list of priority crops for each 
country, the staff defines and develops specific activities in 
five different technical disciplines, depending on the specific 
crop.: (1) production, (2) post-harvest handling, 
(3) processing, (4) transport, and (5) marketing. Examples of 
activities include rtrategic management assistance, varietal 
trials, opening of new transport routes, deal making. To date, 
moat of the technical aorirtanco has been provided at no charge. ' 

The PROEXAG contract has been managed by Chemonicr 
International, with the assirtmce of two subcontractorr: SDR 
Rerearch and Agridata Resources. There ir a project manager with . 
five senior expatriate remident advisers in production, post- 
harvest handling, marketing, and computer use and training, 
rupported by local junior technical staff professionalr. 
Reeident advisers work with local, junior counterparts. The 
staff works with Central American producers and exporters as well 
as foreign buyers and investor8 to make trade deals. Host of 
PROEXAG's efforts have been in Guatemala, Costa Rica, and 
Honduras; work in El Salvador and Panama has been limited by 
civil unrest. 



Since 1985 A.I.D./Dominican Republic has concentrated its 
institutional funding for nontraditional exports in the 
Investment Promotion Council (IPC) and the Council for 
Agribusiness Cooperation and Joint (Junta 
Agroempresarial do Cooperacidn y Coinversidn--JACC). The budgets 
of both institutions are dependent almost entirely on A.I.D. 
funding, although JACC receiver morel than 25 percent of its 
budget from host government and inktrrnal funds. 

The objective of tho IPC of the Dominican Republic is to 
promoto export8 in two ways: (1) ihrough promotion of foreign 
investment in export-oriented induatries, mainly in industrial 
free zones, and (2) to a lesser extent, through promotion of 
contract production with firms located both inside and outside of 
the industrial freo zones. The contract production program 
distinguishes IPC from CINDE/PIE, which has focused its formal 
programs exclusively on promotion of direct foreign investment 
until quite recently. Although originally mandated to promote 
investment in four sectors-free zones, agriculture, tourism, and 
mining-the IPC has focured it8 i~rvestment promotion efforts on 
the free trado zone., with other :institutions taking primary 
responsibility for tho othor aecborm. 

Sinco 1986 tho IPC ham targeted it8 programs on tho apparel, 
oloctronice and shoo rectors although investor. in other aroas 
alro rocoivo arrirtanco. Tho prcmotional strategy has conrioted 
o f  (1) promotion of tho country as an investment or contract 
production eite through trado falirr, targeted mailings, publicity 
in trade journal., and roloctivo vimits to investors in tho 
Unitod States; (2) rupport for site visit8 and followup; (3) 
proviaion of technical arsistanclr and buyer contacts for lecally 
barod contractors. Tho major rorvices provided includo 
infomation about tho country and rpecific roctorr, ovorroar 
communications, rarkoting, markat research, in-country investor 
amristanco, and technical assirt.anco to local producer8 (provided 
through a contract with tho Intsrnational Exocutivo Sorvico 
Corps) . 
4.2 JACC 

Tha Council for Agribuminerss Cooperation and Joint Ventures 
(JACC) ir a membership organization the objective of which is 
promotion of agricultural dovolopment in the Dominican Republic, 
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primarily through local and foreign investment in the 
nontraditional export sector. 

JACC was established in the Dominican Republic in the mid- 
19808 with funding from A.I.D./Washington, with the primary goal 
of promoting joint ventures with U.S. businesses in the 
nontraditional agricultural export sector. The total level of 
funding allocated to JACC was more than $17 million. In addition 
to A.I.D. funding, JACC receiv.8 more than 25 percent from host 
country fund8 and internal sources (mostly membership fees). 

Tho coro of JACC's strategy focuses on doveloping its , 

remberahip bas.. In this way it hopes to broaden its base of 
support. Ovor the past few years, the organization has shifted 
ator. to policy reform and improving the direct services to 
investors and exportere. To date JACC has not followed a highly 
targeted strategy, partly in an attempt to broaden its membership 
base. It currently has a list of more than 30 wpriority 
productsw with which they work. The services provided include 
technical assistance/training, information on foreign markets, 
buyer contacts, trade shows, and lobbying with the government. 

ProChile is a relatively new public-sector export promotion 
agency with strong formal and informal ties to the private 
roctor. Founded in 1977, it is located in tho Ministry of 
Foreign Affairs and oxpenda about three quarters of its $5.2 
million annual budget abroad on direct promotion. It8 objective 
ham beon atrictly export promotion for Chilean firma, but it is 
currently expanding it8 program to include mupport of a newly 
fomed investment promotion commission. 

ProChilo focu8e8 its promotion offortm in part by moan8 of 
moctoral comaittoo8 mado up of private sector oxportera. 
Although thoro are approximately 30 committoom repromonting 10 
roctorm, in practico very fow rocoivo omphasis at tho same timo. 
For examplo, in it8 oarlior yoarm ProChilo amphadzed fruit 
(orpecially grape) oxport promotion but now believes that this 
indumtry can stand alone. 

Tho agency ham 28 foroign representative officos on five 
continont8. Pewor than 20 percent of the country## oxportm aro 
destined for the United Stat.., compared to more than 50 percent 
for tho remaining caso mtudy countries. 



Fundacidn Chile is a private foundation with a $50 million 
endowment, helf originally provided by International Telephone 
and Telegraph (ITT) and half by the Government of Chile. Its 
fundamental objective io the promotion of Chilean exports by 
technology transfer coupled with indigenous technological 
development. In addition to direct technical assistance and 
training, the Foundation actually funds and operates new firms, 
privatizing them an they become viable. For thia reason, the 
annual expenditures of Fundacidn Chile vary mignificantly, 
although operating expenses and capital allowances average about 
$5 million per year, well within the current funding provided by 
the endowment. 

Rrndacidn Chile concentrates on four to five development 
programs simultaneously, for example, salmon farming, fishmeal 
biotoxicology, and fruticulture quality control. It develops its 
own target technologies and markets, seeking out appropriate 
investors as production processes reach the appropriate stage, 
but it doe8 not attempt to develop a permanent membership base. 

The Development Corporation of Chile (Corfo) is a public 
sector development corporation, charged with domestic investment 
promotion. An older agency than the other. discussed here, it 
has boen charged with several responsibilities in addition to 
direct promotion, including economic planning, credit distri- 
bution, and channeling multilateral aid. It also sewed a8 the 
holding company for Chilean state-owned firms, but that responsi- 
bility has gradually diminished as a result of privatization in 
recent years. 

Corfo has taken a very broad, unfocused approach to export 
promotion, in term8 of both target products and promotional 
tools. The dimtribution of credit and program funding has 
apparently rompondad to political as opposod to market 
incentives, resulting in nonmarketable products (e.g., Chilean 
rabbit fur) and an uncolloctible loan portfolio. The agency's 
primary current contribation to private inveetment promotion io 
its disinvestment in formerly state-owned companies. 



ANNEX B 

The intent of the Caribbean Basin Initiative (CBI) is to 
increase nontraditional export8 (NTEs) from the Caribbean and 
Central America. The main elements of the initiative have been 
trade incentives for CBI countries and increased bilateral 
a88istanca for trado and investment promotion programs. 

Thi8 report assesses the outcome of thi8 assistance to date, 
focusing on the bilateral export and investment promotion 
programs implemented by the Agency for International Development 
in the form of A.1.D.-8upported institution8 (ASIs). Such an 
a88888ment must be undertaken in the context of the CBI region0. 
concrete performance under the program, addressing the following 
i8.u.. 

-- What ham been the performance of nontraditional export 
activity in the three case study countries where the 
ASIS studied are locatmd (Costa Rica, the Dominican 
Republic, and Guatomala), and what role have A.1.D.- 
mupported program8 played in contributing to thi8 
performance? 

Thim annex i8 dedgned to address two key question8 relevant 
to the i8aue atated above. 

1. How have nontraditional export8 performed for the case 
mtudy countria8 and the CBI a8 a wholo? 

2. How doe8 tho parformance of nontraditional export8 from 
a country without A.1.D.-supported export promotion 
program8 (Chile) compare with that of the A.I.D. 
countrier? 



I A third question is implied by an assessment of CBI export 
performance and especially by the second question above: To what 
extent do macroeconomic policies, as opposed to direct promotion 

I programs, affect nontraditional export performance? Alterna- 
tively, can promotional institutions function effectively and 
provide an attractive rate of return in an unfavorable policy 
environment? A full answer to this question lies outside the 
mcope of this atudy, because the four countries studied in 
detail-Chile, Costa Rica, the Dominican Republic,,and 
Guatemala--have all displayed a policy environment relatively 
favorable to exports and investment generally during at least 
part of the period under study. Nevertheless, the attractiveness 
of the policy environment for exporters has varied over time in 
these countries and Chile has a much longer history of favorable 
macroeconomic policies, which permits the study to shed some 
light on this important issue. 

1.3 Studv -roach to Resolvw These mstioag 

This annex met8 the stage for the subsequent analysis of 
promotional institution8 and their impact on nontraditional 
exports. It reviewo the export performance of the CBI region 
during the Caribbean Basin Initiative, that is, from 1983 to the 
present, focusing particularly on the four case study countries 
and examining briefly the role macroeconomic policies have played 
in promoting export and investment growth. It is beyond the 
mope of this paper to attempt to fully identify and compare the 
determinants of export growth; therefore, the analysis in this 
section is limited to simple statistical analysis and relevant 
data collected in the course of the assigned tasks. 

2. e 1 B A S I N :  
IVES AND ST- 

The Caribbean Basin Initiative (CBI) is a U.S. Government 
trade initiative to promote economic growth and political 
stability in Central America and the Caribbean. Begun in 1984 
with the passage of the Caribbean Basin Economic Recovery Act 
(CBERA), the CBI provide8 for increased effort in the areas of 
investment and trade promotion within existing assistance 
programs and apecial import privileges for a range of products. 
The program's three objective8 are to 

1. Increase domestic and foreign private investment in 
nontraditional export sectors in Central America and 
the Caribbean; 



2 .  Diversify the production base of the CBI countries; and 

3. Expand, promote, and diversify their exports. 

The major focum of the CBI ham been the promotion of rapid 
growth irr nontraditional exports from Central America and the 
Caribbean through expanded private sector investment and trade. 
Twenty-tyo countriem are demignated beneficiarion of the CBI 
program. Within thim group, A.1.D.-assistqd countries account 
for more than 90 percant of the population. 

Although several agencies rupport the Initiative, the 
Department of Commerce and A.I.D. play lead roles, each managing 
programs consistent with the overall responsibilities and 
expertise of the agency. The Department of Commerce providem 
policy guidance, undertakes programs to encourage U.S. investment 
in the region, and supervises implementation of the import 
privileges granted to CBI beneficiary countries. A.I.D.8s 
program complements theme initiatives by supporting export and 
invertment promotion program8 in the region, particularly those 
undertaken by privata and quasi-public institutions based in 
beneficiary countriem, and by encouraging a policy environment 
more conducive to invertment and export in the beneficiary 
countriem. 

A number of trade preference measures benefit the Caribbean 
Bamin region, many of which were not formally initiated under the 
CBI itmelf. The CBI providem for reduced dutiem of a number of 
nontraditional productr. Thir program was initially limited by 
time, but benefit8 under the CBI were extended indefinitely in 
1990. Textiles and apparel are formally excluded from the lirt 
of product8 covered by the CBI itself, but are included within 
tha 807 and 807-A (a8upor 807a) programs, allowing garment8 
ammembled from raw material8 originating in the United States to 
be imported without quota limitations and with duties assessed 
only on the value added overmeas, if the mama U.S. firm mupplieu 

'Antigua and Barbuda, Aruba, Barbadom, the Bahamam, Belize, the 
British Virgin Island., Costa Rica, Dominica, the Dominican 
Republic, El Salvador, Grenada, Guatemala, Guyana, Haiti, 
Hondurar, Jamaica, Uontaerrat, Netherlands Antilles, St. Kittu- 
Novir, St. krcia, St. Vincent and the Grenadines, and Trinidad 
and Tobago. Panama war initially included but wam munpended 
until recently . 
2Belire, Costa Rica, the Dominican Republic, El Salvador, 
Guatemala, Haiti, Honduras, Jamaica, and the independent Eautexn 
Caribbean countries. Panama was added in late 1989. 



the materials and purchases the product. In addition, tax 
preferences associated with U.S. investments in Puerto Rico (the 
936 program) were modified to encourage firms investing in Puerto 
Rico to create twin plants elsewhere in the Caribbean. Although 
the 807 and 936 programs are not formally part of the CBI, they 
are generalLy regarded as such by all concerned. 

Total exports to the U.S. from the Caribbean Basin did not 
increase during the first six years of the CBI: on the contrary, 
.harp drops in traditional exports (due in large part to the 
reduction in CBI country sugar3quotas by the United States) 
overwhelmed the growth in NTEs . Total exports declined by 7 
percent annually from 1983 to June 1989. Despite this poor 
performance at the global level, however, substantial progress 
has been made since the CB18s inception toward achievement of the 
initiative8. three spefific objectives, as the following 
statistics illuutrate. 

.- N~n~traditional exports from the region to the 
U.S.--notably textiles--grew at an annual rate of more 
than 21 percant from 1983 to 1989, nearly tripling in 
current terms. 

'several definitions of nontraditional exports are found in the 
literature. This discussion is based on U.S. Commerce Department 
data on U.S. imports for consumption from the CBI and LAC 
countries, for which NTE8 are defined to include all products in 
categories 06, 07, 08, 20, and 29-96 of the new conformed system, 
except 0803 (bananas), and excluding 71-81 for mineral producing 
countries. For purposes of this study, NTEs include all products 
except bananam, cattle, coffee, cotton, mugar, and (for Chile) 
copper. 

 he question of whether the CBI has benafited the region has 
been extensively debated in the literature. For a more detailed 
discussion of CBI region export performance, the reader i 8  
referred to the 1989 report by the Department of State's Office 
of Regional Economic Policy, to Resort bv U.S. Ile-t oC 
mathe C U ,  and to the Caribbean B-tiva 

by James W. Fox (A.I.D., 1989), from which tha 
statistics in the paragraph above are taken, or to any of sevoral 
reports on this topic by tho General Accounting Office and the 
U.S. Department of Commerce. 



The share of total CBI region exports provided by NTEs 
rose by half, from 46 percent in 1983 to 70 percent in 
1988. 

Nontraditional exports accounted for an estimated 53 
percent of the value added of Caribbean Basin exports 
to the United Statem in 1988, up from 34 percent in 
1983. 

A 1988 munrey by the U.S. Department of Commerce 
documented $1.6 billion in new, export-oriented 
investment in the region mince the CBI was initiated, 
creating an emtirated 116,000 jobs. 

The contribution of the CBI toward achievement of this 
progresm remains controvermial. To what extent in this growth 
attributable to the policy dialogue, import preferences, and 
promotional programs mupported by the CBI, rather than to private 
and public initiative8 undertaken independently by investor8 and 
governments in the region? Would the growth achieved have taken 
place without the CBI? Although these questions probably cannot 
be anmwered definitively, this mtudy im designed to contribute to. 
the development of a conmenmum on the contribution of the CBI, 
focusing in particular on the promotional programs supported by 
A.I.D. in the countriem of the Caribbean Basin. 

Figure 8-1 present8 a mummary of the nontraditional export 
performance of selected A.1.D.-araisted CBI countries and other 
countriem in the LAC region. This figure demonstrates that Costa 
Rica, the Dominican Republic, and Belize lead the field in total 
nontraditional export8 to the United States, on a per capita 
baaim, followed by tha Eastern Caribbean and Jamaica. The 
faatest growth in nontraditional exportm during the 1983-1989 
priod, however, warn regirtared by Jamaica, Guatemala, and 
Bolivia, followed by Comta Rica and the Dominican Republic. 

The three CBZ region came mtudy countries, Costa Rica, the 
Dominican Republic, and Guatemala, demonstrate muccesm in 
increaming nontraditional exportm through different routem. 
Table8 B-1 and 8-2 provide additional information on the 
parforaaance of theme three countries during the 1983-89 period, 
together with information on the fourth (non-CBI) came study 
country, Chile. 

The four countriem demonstrate both divermity and important 
commonalitiem, am indieatad below. 





Tabla B-1. Sunary of Nontraditional Batport. to the 
United States from Came Study Countriem 
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Guatemala, one of the most recerA entries into the 
ranks of dynamic exporting countries, registered 
thsmost rapid growth in NTEs during the period. 
Beginning from the smallest base, it remains behind the 
other two CBI case study countries in the percentage of 
total exports generated by NTEo as well as in total 
non-traditional exports. Although the light 
manufacturing sector outperformed agriculture in 
percentage growth, Guatemala continues to have the 
highest proportion of agricultural products in total . 
NTEs among the three CBI countries. 

Costa Rica moved steadily forward during the period, 
showing particularly strong growth in the late 1980s. 
Nontraditional manufactured exports grew to account for 
more than half of all exports and nearly 90 percent of 
NTEs, whereas nontraditional agricultural exports 
(NTAEs) grew more rapidly, although from a smaller 
base. 

The Dominican Republic consolidated its position as a 
proven platform for offshore manufacture in its free 
zones, but failed to make oignificant gains in the 
agricultural sector. NTEs, already half of total 
exports in 1983, grew steadily toward dominance of the 
export sector and accounted for more than 80 percent of 
total exports in 1989. Apparel registered the 
mtrongest growth, whereas NTAEa actually declined as a 
share of total oxports over the period. 

Chile continued the strong growth that began in 1973 in 
nontraditional exports of all types, having preceded 
the CBI region case study countries. Starting from 
consequently higher axport bases by 1983, its 
percentage growth rates aro now somewhat lower than 
those of Costa Rica and, occasionally, than those of 
Guatemala. Also because of its higher initial base and 
head start, its NTAEs as a proportion of all exports 
have romaped at the highest level of tho case study 
countrioa . 

In all three Caribbean Basin countries, the CBI objectives 
of diversifying the export and production bases and expanding 

%he U.S. import figure' do not fully present to the chilean 
export picture, because less than 20 percent of its exports are 
bound for tho U.S. market, compared with more than 50 percent for 
each of tho remaining cam. study countries. Nevertheless, tho 
growth rates involvod do allow legitimate comparisons. 



exports have been accomplished. Guatemala shows the most 
progress in this regard, with nontraditional exports increasing 
from less than 10 percent of total exports in 1983 to 38 percent 
in 1989. Nontraditional exports now account for more than 80 
percent of total exports in the Dominican Republic, although 
growth has been concentrated in free zone manufactures. As a 
comparison, Chile'. diversification (measured as the percentage 
increase in the share of NTEs) has increased at about the average 
rate of that of the three CBI countries. 

Each of the three CBI region countries has achieved high 
growth in NTEs under the CBI, but the specific path each has 
pursued has been shaped by differences in institutions, policies, 
and resource endowments, as well as by the different stage of 
development at which each entered the CBI period. The varying 
tendencies by sector are shown in Figures 8-2, B-3, and B-4, 
which compare the indices of export performance for the four 
countries studied, based on the data presented in Table B-2. 
Guatemala, beginning at a lower level of both overall NTEs and 
manufacturing exports, has outperformed the other two CBI case 
8tudy countries in percentage growth, and the Dominican Republic 
has lagged the other two countries in that respect. Costa Rica, 
at an intermediate initial level of development, has 
significantly progressed as has Chile, with solid growth in 
manufacturing as well as in NTAEs. 

In part the differences in export performance result from 
differing institutional objectives and structure, as described in 
Annex C. In the Dominican Republic, for example, much more 
funding and government attention have been concentrated on IPC's 
investment promotion program, as opposed to NTAE promotion, 
whereas Costa Rica'm CINDE has followed a more balanced program. 
Such programmatic differences may account for Costa Ricats 
8uperior performance in nontraditional agricultural exports. 
Equally important, however, public economic policies have 
differed, to some extent, both among the three countries and over 
time within each country. Policy environment may be at least as 
important a determinant of expo& performance as is institutional 
muppo*. 

Although this rtudy was not designed to differentiate among 
the impacts of the various determinants of export growth, its 
results can shed some light on the relative importance of policy 
impacts and institutional impacts. The four case study countries 
aro currently fairly mimilar in their macroeconomic policies, 







'Figure 8-4. Index of Non-Apbarel Hanufacturing Ertportm to the 
United States 



favoring exportation in broad terms. This happy turn of events 
has not always and everywhere been the case, however, and the 
past departures from positive policy environments in the case 
study countries are inst~ctive in their immediate effects in 
those countries, compared with trends in the other countries. 
Analogous trends in other CBI countries lend additional evidence 
to policy impact comparisons. 

Four types of evidence gathered during the course of this 
study bear on the impact of the macroeconomic policy environment 
on nontraditional export performance, as follows. 

Since 1973, the growth of Chilean nontraditional 
exports has proceeded at a pace comparable with the 
current growth in our case study countries. At that 
time, Chile adopted a set of export-oriented policies 
and has continued to develop them. 

The Dominican Republic has adopted more restrictive 
policies at several points during the study period, 
negatively affecting its exports in comparison with its 
case otudy counterparts, especially Guatemala. 

The most effective ASIS are those operating in a 
positive policy environment, while those operating in 
negative environments have not performed well. 

Exchange rate flexibility is statistically associated 
with the growth of nontraditional exports throughout 
the Caribbean Baain. 

The following three mectlons present these four types of evidence 
in more detail. 

Tho Chilean experience with oxport-oriented policiea 
demonstrates their pomitivo impacts over a longer time mpan than 
that covered by the CBI experience. Beginning in 1973, the 
country began a program of  oconomic reform and liberalization 
including (1) price decontrol (1973-75), (2) exchange rate 
unification and decontrol (1973, 1982) , (3) labor reform 
(1973-79), (4) interest rate decontrol and financial rector 
deregulation (1979), (5) balancing of the central government 
budget (1974-75), and (6) general deregulation and 
wdebureaucratization.w Following a three-year decline in export 
activity before the 1973 roforms, the Chilean external sector 
beaan a ~eriod of ra~id emanoion. durinu which nontraditional 



exports grew at an average rate of 57 percent per year, lasting 
until the international recession of 1981 (exchange rates had 
been recontrolled beginning in 1979). Growth resumed in 1983, 
with exchange rate decontrol and continued reform of economic 
policy, including a lowering of tariff barriers (to a uniform 
level fluctuating between 10 and 35 percent, currently with a 20 
porcent legal maximum). Tho growth rate of nontraditional 
oxports during the period covered by this mtudy (1983-89) has 
been 23 percent per yoar. 

It would thus appear that Chilean nontraditional export 
growth has corresponded closely to macroeconomic policy and has, 
in particular, responded pomitively and immediately to specific 
policy changes, including exchange rate decontrol and tariff 
liberalization. I8 it.possible to determine how much of this 
growth is due to macroeconomic policy reform? Within the limits 
imposed by availability and measurability, regression analysis 
allows an initial answer to thim question. 

Certain policy variables can be measured by allowing 
statistical cclmparieon with axport growth, but other measures can 
not. The two measurer that appear to be most important fez 
nontraditional oxport growth in Chile, exchange rates and Lriff 
rates, are measurable and available. The peso to dollar oxchange 
rato, in both real and nominal terms, is published by the Central 
Bank of Chile, as is the avorago rate of import duties. (No 
trade-weighted exchange rato aeries was available.) Without 
further elaboratim, tho toam astimated linear regression 
aquations using exchange ratem and tariff rates as independent 
variables determining tho total current volume of nontraditional 
oxports from Chila. Soveral different specifications of the 
oquation were ostimatod and compared, including lagged values of 
the explanatory variablas and real instead of nominal oxchange 
rates. The differences in oxplanatory power were not significant 
for these alternativo mpecificationm, as long as some measure of 
both tariffs and oxchango ratos wan incluged. Deleting or adding 
either explanatory variablo changed the R significantly. The 
rosultr of thim mimplo modal woro a8 followr. 

The oxplanatory variables had tho expected affects: the 
peso to dollar oxchanga rat. wao pomitively amsociated 
with nontraditional oxports, and import dutias warm 
negatively associated with exports. All coefficients 
wero rignificant at the 95 percent level. 

Tho oxplanqtory powor of the wbest* model was about 90 
porcont (R of 0.905), although other specifications 
wero all more than 80 percent. 

No difforanco in oxplanatory power results from 
rpecifying tho equation for separate time periods. In 



particular, the pre-1983 period yields results similar 
to those of the 1983-89 period. 

Clearly, liberal macroeconomic policies are significantly 
and positively associated with the growth of Chilean exports. 
However, the evaluation team doe8 not interpret these results to 
indicate that these two policiem explain 90 percent of the 
variation in nontraditional oxport growth, because the model is 

- incomplete. A full mpecification would have to include 
additional policy variable., along with mome measurement of the 
participation of Chiloan export promotion institutions. The 
resulting time series model could then be compared with cross- 

* section estimates such as those described in Annex D. Such an 
exercise is beyond the 8cope of this evaluation. Nevertheless, 
initial estimates carried out here oerve to indicate that the 
economic policy environment can oxplain a significant degree of 
the variation in nontraditional oxport growth. 

5.2 -on of mecqppgejc Poucies in Guatewa with 
ose in the DQlPiPiEan 

A comparison between tho performance of the manufacturing 
and agricultural rector8 in the Dominican Republic and that in 
Guatemala further highlight. the importance of the macroeconomic 
policy environment in achieving export growth. The policy 
environment in Guatemala became more favorable to nontraditional 
export8 during the latter half of the period studied, with the 
move toward an export-oriented regime marked by the sharp 
devaluation of the quotzal from 1:l to 132.5 against the dollar 
in 1986 and the unification of the exchange rate mystem. In 
addition, the Govornmont of Guatemala increased interemt rates, 
lowered import tariff., and reduced price controls. By contrast, 
the foreign exchange regime in the Dominican Republic ham been 
characterized by instability mince 1986, with periods during 
which tho rate war close to the free-market level alternating 
with poriods of oventaluation and foreign exchange .carcity. 
Neither ha8 the Government of the Dominican Republic liberalized 
the country8r financial system and price controls to the extent 
the Government of Guatemala has mince 1986. Partly in 
consequence, the growth rates of nontraditional export8 from 
Guatemala have been more than double those of the Dominican 
Republic, broken down am f0110~8. 

-- In Guatemala, tha annual growth rate for manufactures 
doubled from 26 porcont in 1983-86 to 56 percent in 
1986-89. Nontraditional agricultural exports did not 
respond am atrongly but maintained their already high 
rate of growth. 



-- In the Dominican Republic, nontraditional agricultural 
axports grew at an annual rate of only 2.6 percent from 
1986 to 1989. In addition, growth even in the 
relatively mtrong manufacturing sector was largely in 
the free zonas and therefore at least paktly exempt 
from macroeconomic mismanagement. 

Table 8-3 dtsaggregates tho performanca of Dominican axports 
by axport regime and .how8 that mora than 90 percent of the 
growth axperioncad in nontraditional axports during 1984-89 is 
attributable to the expansion of free zone production. Nontra- 
ditional production outaide the ire. zona actually declined 
.lightly a8 a percentago of total axports (from 11 percent to 10 
percant), whereas free zone manufactures more than doubled, from 
2% percent of total export8 in 1984 to 48 percent in 1989. 

In conclusion, the mixed policy experience of the Dominican 
.' ,.&blic since 1983, compared with that of Guatemala, again 
:..:.cates that much of the variation in nontraditional export 

y &  *:mmance is dua to policy differences. 

A8 mentioned aarliar, the scope of this avaluation does not 
extend to policy impact analysis, nor does it include analyris of 
tha trade performance of individual CBI countries other than the 
four c a m  study countriar. noreover, oven if these iseues ware 
ob8jact8 of the mtudy, it would be difficult to devisa a global 
mean8 of comparison of macroeconomic policies and trade 
performanca for tha variad aconomiam of tha Caribbean Barnin. 
Novarthala88, a8 bafora, tho avaluation rasults can rhad 8oma 
light on the policy imrua, by comparing policy programs and 
axport growth ratam for othar CBI countries with thoee of the 
cam. 8tudy countriem, a8 followa. 

-- Certain CBI countria8 have raceivad A.I.D. 
program a88intanca for export promotion 
institution8 quite mimilar to tho80 of Coata 
Rica, Guatamala, and the Dominican Republic. 
To tho extant that thera arm aconomic policy 
diffarencem among tho CBI countria8, mom8 
portion of thair differential oxport 

%ha figur.8 ahown in Tabla B-3 ara derived from data providad by 
CEDOPEX, the Dominican Republic axport promotion agency, and 
dimagraa with tha data provided by tha U.S. Department of 
Commorca, tha mourca for tho othar data diacuosad in thim 
rection. 



Tabla 8-3. Surury OF Dominican Republic Export Parforranca 



performance can be ascribed to their 
policies. 

Although no comprehensive global measure of economic 
policy is available for these countries, a comparison 
of exchange rate management can serve as a proxy for 
economic policy in general. The flexibility OF the 
effective exchange rate can then be compared with the 
growth of nontraditional exports. 

In terms of the firmt approach to policy comparison, three 
countries, Honduras, El Salvador, and Haiti, have received 
program assistance for ASIu mimilar to that of the three CBI case 
study countries. Although other A.I.D. countries in the region 
have received export promotion assistance, these six countries 
have programs most similar to one another in terms of structure 
and level of funding. The throe countries not covered in this 
ovaluation, however, appear to have exhibited much less favorable 
economic policy programs during the study period. All have had 
overvalued exchange rates, controlled interest rates, relatively 
high and uneven import tariff structures, and price controls 
during most of the 8tudy period. At least partly in consequence, 
their nontraditional export growth wam much lower than that of 
tho case study countries from 1983 through 1989. 

-. The annual rates of growth of nontraditional exports to 
the United Statem from Haiti, Honduras, and El Salvador 
were 3.3 percont, 17.9 percent, and 0.9 percent, 
respectively. Thome of Costa Rica, the Dominican 
Republic, and Guatemala were 31.1 percent, 25.8 
percent, and 41.5 percent, respectively. 

Although these countries mhare difference8 besides those in 
macroeconomic policy, their policy programs havo evidently 
affectod their export performance. 

, Tho aecond mean8 of policy comparison mentioned earlier wam 
to ume oxchange rat. performance am a proxy for macroeconomic 
management. If nominal offoctive oxchange rates havo beon 
allowed to adjumt to near-markot lovolm, then policy managoment 
may b. judged to have been favorable to exports. In the car. of 
moat CBI countriom, much managoment would imply aecular decrease6 
in the dollar-to-local curroncy oxchango rate, becaume the local 
exchange rate ham boon highor than that of the dollar. In 
addition, much docreamem would imply export-oriented policy 
management, becaume they would tend to make domestic production 
1088 exponmivo in dollar term. If macroeconomic policy affocta 
oxport perfonnanco, theme change8 mhould bo atatistically related 
to oxport growth. 



-... The relationship is clearly negative, indicating that 
countries that have adjusted exchange rates the most 
(therefore having lower indices) have increased their 
nontraditional exports the most. 

In this case as well, economic policy appears to have a 
significant effect on export performance. 

This annex has addressed tlre issue of whether nontraditional 
exports from the CBI countries, and especially from the case 
study countries, have increased as intended by the set of 
policies and program8 known as the Caribbean Basin Initiative. 
In addition, within the limited context of the institutional 
evaluation undertaken, it addressed the question of whether the 
macroeconomic policy environments of the countries involved may 
have affected export performance as have the A.1.D.-supported 
export promotion institutions. The general conclusions 
concerning these issues are as follows. 

Nontraditional exports from the Caribbean Basin to the 
United Stater grew at a healthy annual rate of 22.5 
percent from 1983 through 1989, nearly tripling in 
current term.. Thim rate of growth appears to be quite 
as much as the designers of the CBI might have 
expected. 

The export bama of the region diversified considerably, 
with the ahare of NTEs in total CBI region exports 
increasing by half, from 46 percent in 1983 to 70 
percent in 1988. 

All the case mtudy countries performed respectably well 
in thim respect, but Guatemala's percentage growth 
outstripped tha others, especially after 1986, and the 
Dominican Republic lagged considerably, especially in 
term. Of NTAE8, 

Chile, with no CBI benefits and no A.I.D. export 
promotion aupport, performed at about the average level 
of the CBI came rtudy countries, which wam much better 
than that of all CBI countries conaidered together. 

The relative performance of nontraditional export 
growth in the case mtudy countries is explained in part 
by the structure and performance of their ASIa, in 
addition to differences in natural endowments and 
initial mtages of development. 



-- Macroeconomic policy appears to be at least as 
important a factor in the expansion of NTEs as are 
institutional factor.. The Chilean experience with a 
policy-driven program, the comparisons of export 
performance with policy atance within the case otudy 
countrieo, and the general regionwide correlation of 
export growth with positive rmacroeconomic policii-:xs all 
.support thin contantion. 

The general concluaion drawn by the evaluation team from 
thia ountey of export performance ia that a favorable 
macroeconomic policy program is likely to ba a necessary 
condition for healthy axport growth and diversification, whereas 
institutional support i8 likely to be an important contributing 
condition. In other words, export promotion programs can be 
effective in a positiva policy environment, but they cannot 
overcome a negative environment. 



ANNEX C 

INSTITUTIONS AND iSERVICB 

1.1 gverview of C e a l  Isayes for I n v e s ~ ! n t o &  
Promotion 

The focus of this study is on institutions that have 
received A.I.D. assfstance to develop export and investment 
promotion programs. This issuo paper introduces the main issues 
murrounding such programs, and compares and contrasts the 
programs studied to address the following isoue: 

-- What assistance strategy has been pursued by each of 
the promotional institutions, and Row has this strategy 
been translated into a mix of direct services to firms 
and other activities? 

1.2 mv Questions 

Three question. are rained by this issue and are addressed 
in this section: 

1. What strategies have been developed by the promotional 
institution8 supported by A.I.D., and what are the koy 
elements that differentiate these strategies from on0 
another? 

2. What rervicos do tho promotional institutions provide 
to firms to implement these strategies, and how does 

'The invoatnent promotion inmtituticnm included in thim study aro 
IPC (Dominican Republic) and CINDE/PIE (Costa Rica) . Tho80 
institution8 focum primarily on promoting foreign investment in tho 
manufacturing moctor, although they have also worked on 8eloct.d 
invemtmont8 in agribu8inors. Tho IPC a180 has a contract 
production program. Tho oxport promotion programs include PROEXAG 
(a rogional program for Central America and Panama, based in 
Guatomala) , CINDE/CAAP (Co8ta Rica) , JACC (Dominican Republic), and 
GEXPRONT (Guatemala) . PROEXAG , CINDE/CAAP, and JACC concentrate 
thoir ammimtance on agricultural and agroindustsial productm. 
GEXPRONT morves both agricultural and manufacturing firms. A 
government institution, CENPRO, mentom both foroign investor. and 
local oxportor8 inboth tho manufacturing andagriculturalmectorm. 



this service mix vary across countries and target 
groups? 

3. What institutional structures have been used to provide 
these services, and how are structure and service mix 
related? 

This meetion im demigned to describe the programs studios 
and to introduce the mervice categories that underlie the impact 
analysis in the next mection. Although the section is primarily 
descriptive, it is alao intended to set forth the basic options 
for structuring a promotional institution and the programs 
implemented by it. 

The section does not seek to trace the history of the seven 
inmtitutions studied nor to describe the institutions in detail. 
(A brief overview of tho institution8 studiod is included as an 
appendix to Annex A m )  Instead, it im organized around throe 
factor8 that distinguish the institutions: institutional 
mtructuro, strategy, and mervice mix. Thoso factors provide the 
analytical tools to compare and contrast the various institutions 
mtudied and to dimtinguish the features in each institutionom 
approach that are most likely to be relevant to situations in 
other countries. 

This annex next present. a brief overview of the promotional 
inmtitutions assimted by A.I.D. in the CBI region (Section 3-2) 
am an introduction to a moro detailed discussion of the mtructuro 
and mervico mix offorod by each of the seven institution8 mtudied 
in depth. Soction 3-3 oxamines the institutional strategios in 
tom8 of six koy factor., and Section 3-4 compares the mix of 
diroct mupport mervicom offered by each institution. with tho 
romourcem allocatod to oach mervico area. Section 3-3 then draw8 
on the discumsion of institutional, mtrategic, and service mix to 
contramt the approachor taken by investment promotion and oxport 
dovolopment inmtitutions. Saction 3-6 dimcussem investment and 
oxport promotion inmtitutionm in Chile and contrasts them with 
tho A.1.D.-supported inmtitutionm. 

In accordance with U.S. Government policy under the CBI, 
amsimtance to the norrtraditional export sector has been a major 
focum of A.I.D. programming in the CBX region. An analymim of 
A.I.D. programming for trade and investment worldwide found that 



A.I.D. project and nonproject assistance to Central America and 
! the Caribbean with an export or investyent promotion focus has 

been more than $250 million since 1980 . 
This assistance has taken a n ~ m b e ~  of forms, depending on 

the A.I.D. country development assistance strategy, the 
availability of assistance funds, and macroeconomic conditions in 
the country. In the majority of cases, the assistance strategy 
for nontraditional exports has included assistance to one or more 
promotional institutions.' These institutions may be classified 
into five categories: 

Ow Government units and parastatal organizations; 
go Existing associations, much as chambers of commerce; 
.- A.1.D.-sponsored associations; 
90 A.1.D.-sponsored private entities; and 
.- Free-standing programs (project implementation units 

not associated with a specific local institutions). 

Figure C-1 identifies some of the institutions in the CBI 
region that have received asmistance. 

Support to these institutions has absorbed a large share of 
A.I.D.'s total investment in export and investment promotion. 
For example, funding for CINDE has accounted for approximately 20 
percent of total funding for axport and investment promotion in 
Costa Rica. 

Assistance to promotional institutions has generally been 
supplemented with support to one or more of the following areas: 
(1) policy dialogue and analysis; (2) technology generation, 
dissemination, and training (particularly in the agricultural 
aector); (3) credit fundo and institutions; and (4) regulation of 
trade, including customs reform. 

By contrast, relatively little funding has been expended in 
tha following aream: (1) transportation infrastructure, (2) 
public utilities and other infrastructure, and (3) graduate 
education in buoinemr or technologies related to export markets. 

'This figure must b. regarded as indicative only, for two reasons. 
First, mupport to nontraditional export8 was not the only sector 
receiving asmistance under many of the project. implemented as part 
of the CBI. Tho proportion of project expenditures attribut~ble 
to export and investment promotion is not always clear. Second, 
thir figure excludes most of the cash transfer and balance of 
payment activities that have been a major focus of assistance in 
the region, although many of these programs have included policy 
dialogua aimed at leaat in part at shifting macroeconomic and 
regulatory policies toward an export-oriented regime. 



Figure C-1. Prowtional Progtau Supported i n  the CBI Region 



This report focuses on assistants to promotior\al 
institutions, in particular on the promotional programs that 
these institutions have undertaken. The report seeks to answer 
the question, are these programs worth supporting? The sections 
below lay out the conceptual tools for analyzing the strategic 
focus and service mix of investment and export promotion 
institutiona. 

The approach chosen to promote exports and export-oriented 
investment is shaped by choices in six key strategic areas, which 
differ in the degree to which they are under the institution's 
control : 

vel of An institution may target a few 
goduct g E s  intensive assistance, or it may 
attempt to provide assistance across the board. 
Equally important, an institution may choose to target 
a specific clientele (foreign, local, large, or small 
firmo, for example), Soma institutions are highly 
targeted, focusing primarily on one clientele group, 
with five or fewer product groups, wheream others may 
have as many as 30 or 40 wpriorityw products, or no 
stated priorities at all. 

is on Dhect Servicm. The majority of services 
examined in this study are services provided directly 
to firms or individuals. However, many of the 
institution8 also provide indirect assistance through 
lobbying for policy and regulatory reforms. 

Level of P r e b ~ .  'Some of the institution8 take 
an active approach to identifying and providing 
services to potential clients, whereas otherm are 
reactive. Tho more proactive tend to develop concrete 
strategies for attracting foreign investment or working 
with local exportarm. Reactive institutions respond to 
requests as receivad. The level of proactivenems 
shapeo the typo of remourceo--human and financial- 
required to implement the institution'm chomen 
strategy. 

. The group of 
institutions and projects in the study includes both 
member and nonmember organizationu. The need to 
respond to and maintain a membership base has important 



implication8 for an institution's targeting and service 
mix, particularly for young institutions for which 
membcnrship growth is a primary goal. Inotitutions that 
lack a formal membership base may nonetheless be 
interested in dovoloping a clientele for fee-based 
mervicee, making them behavo moro like membership 
organizationm. 

5. YSe of outs Co ta versus Develo t of In - 4. %amental issue f o R &  
inmtitutions im the oxtent to which it relie8 on 
outmido reoourcoe (ouch as consultantm) for providing . 
mtrategic, technical, and adminimtrative assistance. 
Outside assiotanco can be used during the atart-up 
phase of operationm (strategic planning, setting up 
internal aymtonm, training staff) or continually 
through managorial or technical support. Availability 
and quality of local personnel, levels of program 
funding, and mcope of the  organization*^ work all 
influence the ability to develop in-house expertise. 

6. m t r v  -rt -. The promotional 'strategy 
and oubsequont mix of oervicee offered by each of the 
institutions ia influenced by the level of previous 
experience that tho country has in a particular 

. activity or moctor. For examplo, when CINDE/PIE and 
tho TPC bogan oporations in tho mid-1980s, tho 
Dominican RopublLc war much bettor known a8 an offshore 
invemtment mito for light manufacturing than war Costa 
Rica, a difforonco that substantially influenced the 
inve8tmont promotion mtrategiem purmued by oach of the 
inmtitutionm during tho past fow yoarm. 

Bomidor thoma koy fsaturom, other characterimticm influenco 
an invomtmont or oxporrt promotion strategy. For oxamplo, mom. 
institution8 may havo mhortor than expected impact horizonm. 
Although invoatmont dociaion8 can often taka up to one to two 
yoarm, onco tho docimion im xiado an offahoro asmombly plant can 
be complotmd and running alromt at capacity within on0 yoar, 
creating both job. and oxport rovonuom. Noco8rary modification8 
and adaptation. Ln tho production lino can bo mado daily or 
moonor. Thi. im not truo for agricultural oxport promotion, 
which umually ham a longor time horizon. Varietal trial8 mumt bo 
conductod for mpocific location8 and modification. in cultural 
practico. tomtod, momotimom with only on0 production meamon per 
yoar. Woathor condition8 add another love1 of uncertainty in tho 
agricultural roctor. 



Table C-1 classifies the A.1.D.-supported institutions 

! studied in terms of these six ntrategic characteristics, using a 
whigh/medium/lowN scale. This classification is necessarily 
subjective and is based on the otudy team's assessment of each 

I institutionOs strategy, based on interviews and document review. 
The institutions are arrayed from left to right, with +Srose on 
the left ranking "highw on more factors than those on the right. 

1 Several patterns emerge from this simple analysis. First, 
the independent private ontities and the project implementation 
unit provide highly targeted services, while the membership 

I institutions and the government unit do not. The level of 
I product targeting appears to be limited by the need to develop 

and maintain a broad-based constituency. For investment 
promotiorr institutions such as CINDE/PIE and the IPC, this 
tendency is strengthened by the lack of a sector-specific client. 
The constituencies that directly benefit from their effort8 (free 
zone or industrial park developers with space to lease or moll) 
benefit from any new investment, regardless of product type. 
Therefore, the institutions are free to target their efforts 
onthe most promising product groups, based on their goals of 
omployment generation, technology transfer, and.80 on. 

Membership and government programs also appear to be less 
proactive than do private institutions, which confirms the 
common-sense expectation that the level of proactiveness is 
rolated to the lev01 of targeting. Targeting often involveo 
developing a tightly defined strategy to provide customized, 
romource-intensive service (i.~., services that are costly and 
can be provided to only a limited number of firms). Membership 
and government-run organizations have difficulty providing these 
morvices, to the extent that they would require the exclusion of 
other members who do not receive them. As a result, these 
organizations tend to be moro reactive, providing what is 
referred to below as wmtandardized,w less resource-intensive 
morvices . 

No c h a r  patterns emergo regarding tho other otratogic 
factor8 identified, 

Tho strategic factors identified above determine which firms 
will racefve arsiatanca, and influence how that assistancrr will 
bo provided. Tho inrtitution must still decide which mervices to 
offer, Host services are equally suitable to bn intensive, 
cumtomized, targeted approach or to a response-driven, untargeted 



Table C-1. Overview of Strategic Factom-for Selected A-1.D.-Su~mrted Institutions 
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approach. For example, technical assistance can take the form of 
ad hop advice by a staff member in response to a member query, or 
it can be offered as part of a carefully tailored package of 
assistance to a firm identified as a priority. 

The study team defined 32 specific services as the basis for 
the field survey. Theso services were grouped into five major 
categorios: 

1. Information, 
2. Private Sector Contacts and Referrals, 
3. Export and Invostment Promotion Support Services, 
4 Technical Assistance and Training, and 
5. Governmental Facilitation 

This section presents a brief overview of oach of the five 
categorios, as defined for the purposem of thia study. (More 
detailed descriptions of the 32 specific services can be found in 
the glossary at tho end of Annex A). Although every effort was 
made to apply these definitions strictly across countries, 
institutions, and individual companios, for the survey as well am 
for the collection of cost data from the institutions and 
projects, there was inevitably a certain degree of overlap across 
servico categories. 

wInformationw includoe both genoral and sector- or product- 
specific information, transmitted through printed matorials 
(brochures, magazines, trado journals,.newspapers), electronic 
media (videos, database.), porsonal consultations (with local or 
overseas offices), or obsorvational trip. to foreign markets, as 
well as information on pricos in foreign markotm. 

wPrivato Sector Contacts and Referralsw oncompasmes (1) 
roforralm for professional menticem (logal, accounting, 
translation mervicos), (2) accosm to diroctorios of potontial 
invomtorm or importers--including qualifying directoriem such as 
Tho Rod Book or Dun and Bradstroot, and (3) more activo, tima- 
intonsivo offorto to asmimt companiem in locating potontial 
invomtorm and buyers much am trade shows, commercial missions, 
and deal-making. 

Hany private and public ontitiem provido support wrvicos to 
companios during tho pro-investment, start-up, and/or ongoing 
phasos of new investment or export vonturem. Included in wExport 
and Invomtment Promotion Support Servicemw are market rosearch, 
site vimit support, feamibility studiem (financing or prepar- 
ation, or both), and help in obtaining financing, am well as 



legal, accounting/auditing, recruitment, 
relocation assistance. 

"Technical Assistance and Trainingw 

and expatriate 

includes technical 
artsistance in production, post-harvest-handling, processing, 
marketing, and management. Technical assistance in marketing is 
strictly defined as "assistance in labeling, packaging, shipping, 
and distributing the producteW Identification of and negotiation 
with potential buyers comes under nPrivate Sector Contacts and 
Referrals." The kinds of training covered include seminars, 
workshops, courses, field days, but not in-house, on-the-job 
training. 

"Governmental Facilitationw covers assistance that investors 
or exporters receive in dealing with local or foreign governments 
and the accompanying legal and regulatory framework. This 
includes both direct assistance in solving immediate problems and 
completing official requirements, for example, centralizing 
bureaucratic procedures in a wone-stop nhopm or providing access 
to appropriate governmental officials, and indirect assistance 
through medium- and long-torm efforts in lobbying and policy 
reform to ensure a favorable investment and operating environment 
in tho future. 

Aside from the uervices provided directly to foreign 
investors and local oxportors, most of the seven institutions and 
project8 also undertake various efforts that are designed to 
support the export rector generally, rather than assist a 
particular firm. Theso activities are termed "indirect servicesw 
in this report, in contrast to the "direct servicesn described 
above. Indirect services include promotional efforts (e.g., 
advertising and publicity campaigns), lobbying, and research on 
technical and policy imruecc. While a fee could conceivably be 
charged for every direct rorvico, fees aro not possiblo for 
indirect services, either bocause they are public goods 
(lobbying) or becauso thoy aro not viewed as a service by the 
recipient (promotion). With tho exception of lobbying, those 
activitiem were not included in tho survey of mervicor usod by 
invemtorr, but thoir costa voro includod in tho institutional 
budgot analysis. 

Tho distinction botwoon direct and indirect activities is 
often difficult to draw in practice. The boot example ia reon in 
tho promotional offorts of CINDE/PIE and IPC. Theme two 
inmtitutionu perform two rolor. One is to try to mako foroign 
firm8 awara of Costa Rica or tho Dominican Republic am a 
potential investment sit.; the other is to provide information to 
a cliont (an investor) aftor ho or sho mhowm intorost in tho 
country. Many of theso promotional activities--cold calls, 
advertising, and direct mailings, for examplo--would not bo 
characterized as aervicea by the recipionta. Nonethelous, many 
of the matarials dovolopod for tho promotional activitiom are 



also useful to the firms raceiving them, and can be provided on 
request as a service to firms that are actively considering 
investment. The point at which a firm shifts from being a target 
of promotion to being a sliant of the institution is far from 
clear. 

Other examples of indirect activities that complement the 
direct services include the following: 

PROEXAGos poet-harvest handling specialist has spent 
substantial time during the last 6 months promoting an 
integrated pest management program among growers in 
Central America, for example, convening growers and 
encouraging them to finance the program. No action has 
been taken yet, but PROEXAG8r effort8 have bean 
important in helping growers keep up with the latest 
technology. 

In conjunction with the Cdmara Empresarial de Guatemala 
(CAEM-the Guatemalan chamber of commerce), GEXPRONT 
has played a rignificant role in the approval of new 
laws governing the free zone and maquilla industries. 
GEXPRONT has a180 played an important role in the 
negotiation of lower freight rates for exporter.. 

CINDE/CAAP has been involved in lobbying the government 
to improve air cargo and infrastructuro at the airport. 

During 1988 and 1989 an average of 300 to 400 persons 
from both the public and privato sectors attended each 
of JACC8r Agriburinemr Promotional Field Day8 (wEncuen- 
trom Agroempremarialerw). The objective of these day- 
long, field day/public relation8 ovents is to promote 
investment in agricultural exports, identify current 
and emerging conmtraintr, and promote the imago and 
knowledge of the roctor to a wider audience in the 
Dominican Republic, They a180 provide a valuable 
opportunity for private contact-making and informal 
burinerm dimcumrionr. 

Within each menrice category, thoro are mom0 menricor that 
tend to bo 1888 rorource-intonmive (wpackagedw or wotandardizedw 
menricer) and other8 that are generally more resource-intenrive 
and wcurtomized,w This distinction appear8 to be clorely rolated 
to the dimtinction between a proactive inmtitutional rtrategy 
(with more cumtomized rervicer) and one that ir primarily 
reactive (and reliem more heavily on mtandardized mervicer). 
Table C-2 prerentm tho tearom amtimate of which rervicer are mort 



Table C-2. Distribution o f  Services by Level of 
Rseource Intensity 

i Service Gtegoy Low Intensity High intensity 

2. Private Seaor 

3. EXportnmmMnt 
Support sefvkes 

1.1 Printed i n h a t b n  1.4 Overseas representation 
1.2 In Country Questbn md 

A n w r  
1 .5 Foreign maket informatbn 

2.1 DimtorWerrals 
2.4 Buyer contacts (e.&, trade 

lcrch bullah) 

4. Traininflechnical Assistance 4.4 Training 
CrN 

5. Government Faciliutbn 5.1 owmp shop 
5.2 A p p m v a V p r ~  
5.3 Government contacts 
5.4 C u m  assistance 
5.5 PorUnvestment 

tmMeshoo(in8 

2.2 Oeaknaking 
2.3 Trade shows 
2.4 Buyer contacts 

(e.~., wade missions) 

3.1 Market research 
3.2 Site visit supporl 
3.3 leyl assistance 
3.4 Accounting assistance 
3.5 credit usistance 
3.6 Feasibility assistance 

Note Level d financial and human resource invested pw unit d usistrnc8. 

Soum: Corrsultant estimates. 



consistent with a less resource-intensive strategy, and which are 
i more appropriate for a more resource-intensive approach. 

Each service category generally includes both high-cost and 
low-cost services. For example, wInformationm includes ready-to- 
use printed material. a8 well a8 more time-consuming personal 
consultations or observational trips. Under "Private Sector 
Contacts and Referrals," allowing an exporter to use a directory 
of foreign buyer8 roquiroa little time and money, whilo taking 
the exporter to a trado ahow may involve weeks of preparation. 
The specific export and invoatment aupport services offered can 
vary in level of effort, depending on the cliontos needs. 
Programs with lese funding may chooue to offer more low-cost, 
generalized training activities or group technical assistance 
rather than higher-cost individualized technical assistance. 

These generalizations are supported by the unit cost 
ostimates gathered from budgetary information provided by each 
organization. Because of the wid0 variation in the way each 
aervice was provided by oach organization (or even within a 
specific institution) and lack of comparable data on the level of 
each service provided, it proved impossible to calculate 
meaningful unit coat astimato8 that would be comparable acroso 
institutions, projocto, countries, and time for most of the 
mont!.ceo. In many cases, tho unit. is difficult to standardize:. 
aro trade showo measurod in terms of shows, number of firms 
attending the ahov, or number of firms receiving intensive 
asmistance to prepare for tho show? Given these limitations, the 
ostimates of unit coats ahown in Tablo C-3 must be regarded as 
illustrative of the lower and upper range for services within the 
fivo broad categoriem. 

Tablo C-3 ahows the averago unit coot ostimatea for variou8 
merviceu provided by the investment promotion and export 
promotion institution8 and projocts in thim study. Unit coot8 
arm discussed in more detail in Annex E, but one important caveat 
regarding these cost8 must bo ropeated hero: these ootimatoa are 
an attempt to capturo the wbroak-evenw coot of oach #entice,. 
including the institution0. total overhead. The overhead 
calculation includoa cortr a88ociat.d with institution-building 
and indiroct mervicoa (o.g., lobbying), a8 well a8 puroly 
adminiatrativo coats, 

Givon the lack of comparability acro88 institutions, tho 
toam has chosen not to identify which institutions provided tho 
infomation underlying the80 ostimatom. 

Tho wInfomationw catogory illustrate8 the wide variation 
poaaible in providing a moomingly straightforward service. 
Printed information 8uch a8 association magazines, price 
bulletins, or basic comt data, can be provided for approximately 
$50 or lour par inquiry. By contramt, mector- or firm-mpecific 



materiala, such as detailed investment project profiles or an on- 
I 

, rite presentation to a U.8. investor, may cost thousands of 
dollars. 

Table C-3. Unit Cost Estimates for Selecte$Servicer From 
A.1.D.-Supported Institutions 

Range of Unit Cooto (US$) 

Information 
Printed Information 
In country QCA (phone) 
Overseas Representation 
Foreign Market Information 

Private Sector 
Contacts/Ref errals 

Trada Shows 
Buyer Contact8 
Dmal Making (Trade) 

Invartment/Export 
Support Services 

Marke: Reraarch 
'Sit. Virit Support 

Technical Arsistanca (TA)/ 
Training 

TA Production/Proceasing 
TA Marketing 
Trainina 

25-2,951 
21 
1,728 

(prices) 11 

'~igures reprorent burdened unit costs. Tha unit of meas- 
urement ir tha total number of brochures, pamphlets, and mactor 
profiler publishad for printed information and foreign markot 
information. Tha unit bar8 for all other mervices iu tho number 
of parsons or firnu asmiatad. 

Sourca: Financial budgatr from tha inrtitutionr. 

An invantory of  tho marvicar providad by MI. rovaalr many 
rimilaritiar .acrors. invastmant promotion and axport promotion 
institutionr. Am rhown in Tabla C-4, all raven organization. 
offar tha following thraa rarvicor: 

1. Genaral and/or rpocializsd printed matarialr, 



2, Participation in or organization of trade shows, and 

3. Contact-making with potential buyers. 

These common features reveal the assumptions.that underlie 
the design of promotion institutionm. First, the exchange or 
lack of exchange of information is basic to attracting foreign 
investore and making exporters aware of opportunities, Foreign 
investors need to know about cost advantages and the investment 
climate in a country. Local exporters need to find buyers for 
their products. Depending on the avenue pursued, these services 
can also be provided at rcrlatively low cost (oee Section 4.2).  

Other services provided by six of the seven programs include 
mome form of overseas rapresentation, information on foreign 
markets, directory referrals, and government facilitation. 

Again, these services nhare the common goal of overcoming 
market inefficiencies and are relatively cheap, with the 
exception of overseao repreoentation. This service offers 
investors and exportern the opportunity to inquire and learn more 
about a market. Foreign market information and directory 
referrals provide eaoily accessible data. Finally, government 
facilitation put8 businesspersons in touch with appropriate 
government official8 to remolve mpecific problems. 

Although the meven institutions or projects provide mome 
common mervicem, they differ in the prioritien and financial 
resources that oach inmtitution or project assigns to the various 
menrice areas. This difference in expenditures highlights the 
main differencen between investment and export promotion 
institutionm. Table C-5 provides a s-ary of the 1989 
expenditurem of the maven inmtitutions by the five major service 
categoriem. 

In general, the invemtment promotion programs, IPC and 
CINDE/PIE, concentrate on providing information to investors. 
Uore than 70 percent of 1989 expenditure8 for both institutions 
went to thim category. (Thim include8 the comt of promotion, 
o,g,, advertiring, publicity, cold call.). Thin emphamim 
conform to their primary mandate, which is to inform and wmellw 
foreign invemtorm on the attractivenemm of each countryo. 
investment climate. Invoatment promotion inatitutionm mgnt 
twice am much of their ovarall budget on mupport mervicem am did 
oxpart promotion inetitutionm, 

'~arket research, mite vimit mupport, feamibility mtudiem, help in 
obtaining financing, legal mervices, accounting, recruitment, end 
expatriato relocation asmimtance. 



- - Table C-4. Services Provided by A.1.D.-Supported Institutions 

ONDEJ CINDEI 
PIE IK C M P  bee PROEXAG CMPRONT CENPRO 

1. Inlomutbn 
1.1 Printed Information 
1.3 InCountry Questbn 

md Answer 
1.4 Overseas Representation 
1.5 F m i p  Market Information 
1.6 Olher - Exporter Orienotbn 

and Motivatbnal Inlormalion 
Other - lnformatknl 
Marketin8 Trip 

2. Private contact makin~efrals 
2.1 DirectoriedRderrals 
2.2 Duknl ina  (investments) 
2.3 Tnde Shows 
2.4 Buyw Conbets 
2.5 Olher - DeaWing  (trade) 

3. Lwpoft and inve5tment 
support mkes 

3.1 M a  Research 
tior firm or assod 

3.2 Site Vbit Support 
3.3 Expatriate Ficilitatbn 
3.4 1-1 Assistance 
3.5 Accounting Assistance 
3.6 Credit Assistance 
3.7 Raeruitlnent *kes 
3.8 Feasibility Shnly 

 ass^ 

4. Tdtnkrl Assistancd 
Trainiq 
4.1 MuctbdPmcessing 
4.2 W e t i n 8  
4.3 mtnKnt 
4.4 Trainh 





I 
Investment promotion programs also spent much more overall 

than did their export promotion counterparts. 1989 combined 
expenditures of the two investment promotion institutione ($5.8 
nillion) were nearly as much as the five export promotion 

i institutions or projects combined ($6.6 million) . 
On the average, export promotion programs allocated by far 

the largest share of their resources (42 percent) to technical 
I assistance and training, and mpread the remainder among 

information, private sector contacts, support services, and 
governmental facilitation. Organizations dedicated solely to the. 

! agricultural sector (CINDE/CAAP, JAcC, PROEXAG) spent nearly half 
(49  percent) of their budget on technical assistance and 
training, whereas those working with both the agricultural and 
manufacturing sectors (CENPRB and GEXPRONT) spent more heavily on 
private sector contacts or referrals (36 percent) and provision 
of information (26 <percent). Those findings reflect two 
important facts about export promotion: (1) exporters vary 
significantly in their level of preparation for the export market 
(sane may need only price information or qualified contacts, 
whereas others need a complete "overhauln) and (2) export 
promotion, except tor a small percentage of businesses, requires 
much more than marketing assistance, and technical assistance and 
training are xmential components of a successful program. 

Tho institutional structures of investmant and export 
promotion programs influonco the type of strategy and service mix 
provided. The distinction# among programs were more notablo for 
oxport promotion programs; investment proaotion programs tended 
to bo far more similar in terms of bot2i strategy and s e ~ i o e  mix. 

At first glance tho two investment promotion inetitutionm, 
CINDE/PIE and IPC, appoar vary similar. Both IPC and CINDE/PIE 
are indopandont, privato institutions that rocoivo 90 porcent or 
moro of their, funding from Ao1.D. Both are highly targeted 
programs that emphasizo working actively with foroign invostors, 
primarily in tho manufacturing sector. During tho start-up 
phase, both inmtitutions relied on foroign consultants for 
strategic guidance but now rely mainly on local staff (although 
IPC has a full-time foroign resident adviser, and CINDE/PIE has 

E;. 

r.' 

'JACC, PROEXAG, GEXPRONT, CENPRO, and CINDE/CAAPo 



I accesu to part-time foreign advisers) Finally, both CINDE/PIE 
and IPC offer essentially the samo liat of services. The major 
areas of assistance are country information, question and answer, 
site visit support, and assistance with governmenk approvals. In 
terms of resource allocation, both of the institutions spend more 

1 than 90 percent of their budgets on the larger categories of 
information and investor support services. 

Despite these rrimilaritiem, the two programs differ fundamen- 
tally in one area: country's previous axperience with foreign 
i3vestment. When CINDE/PIE and the IPC began full-scale 
promotional programs in the mid-19808, the Dominican Republic was 
much better known ao an offmhore investment site for light 
manufacturing than was Coata Riaa. The Dominican Republic already 
had a well-established free zone sector, mostly American-owned. 
This inpouring of foreign investors, including Gulf & Western, 
which developed and, until recently, operated the country's first 
private free zone, served to promote the country as an oftshore 
investment site in certain sectors such as apparel, electronics, 
shoeu, and cigars. Unlike in Costa Rica, the Dominican 
Republic0s reputation as an investment mite preceded the 
promotion services offered by IPC, 

Bocaume of this difference in investment experience, the two 
programs followed different; promotional utrategier. When the IPC 
program began in 1986-87, melf-promotion and marketing by new 
privately owned free zones were already attracting a steady flow 
of potential free zone investors to make initial site visit. to 
the Dominican Republic. Because of thim strategic advantage, the 
IPC allocates most of its time and resource8 to in-country 
support such as personal consultations and site viuit support. 
Promotion in the United States im both indirect, through 
advertisement8 in trade journals, and direct, through attendance 
at trade fair8 and about 10 to 15 highly targeted on-site company 
presentations. The IPC has one representative in the United 
States, who mostly reuponds to requests for information (drop-in 
visitor., written requestm, toll-free calls) . 

Convermely, CINDE/PIE ham had to face a quit. different set 
of circummtances. Costa Rica had very little foreign investment 
in light manufacturing in the mid-19808, and CINDE/PIE realized 
that under these conditions, it8 promotional program had to carry 
out two functions: (1) generate an awareness of Costa Rica among 
investoro and (2) convince investoro of the attractiveneso of the 
country, 

'IPC a180 depends heavily on IESC volunteers for its contract 
production program, although thim activity is morm closely related 
to export promotion than are investment promotion programm. 



The main promotional 
! was the establishment of 

tool used to carry out the twc functions 
overseas officem. Fortunate to have 

! significantly higher funding levels than those of the IPC,~ 
CINDE/PIE chose to develop its program based on aggressive 
marketing efforta by overseas representatives. In 1989 overseas 
offices accounted for 57 percent of CINDE/PIEos total expendi- 
tures. From these offices CINDE/PIE'o promoter. have conducted 
major "cold calling campaignsw and made hundreds of on-mite 
company presentation., urging potential clients to make mite 
visit8 to Costa Rica. CINDE/PIE staff tend to take a more direct 
approach to initiate contacts with investors. Currently 
CINDE/PIE ham mix overseao officem locatad in the United States, 
Europe, and Asia. 

The overseas officsm of CINDE/PIE are aupplemented by a more 
expensive and diffuse advertising and publicity campaign. 
Al.though both IPC and CINDE/PIE advertise in lower-cost trade 
journal8 (a very specific audience), CINDE/PIE has also placed 
reveral advertisements in more costly general business 
publications such as the Street Jam. This advertising 
ia driven by the need to develop a good image and appeal to a 
more general audience. 

Nonethelesm, it mhould be noted that IPC'8 staff stated that 
they would establish overmeam offices if they could afford to do 
80 

The fmal distinction between the IPC and CINDE/PIE is how 
each institution provides technical assistance and works on 
policy reform issuem. The IPC provides both menricem within a 
mingle organization, although it relies heavily on the IESC for 
technical assistance, market information, and deal-making 
ammistance to locally based contractor. in apparel, electronics, 
and shoem. CINDE ham established separate institutional units 
for each of these mervicem. 

There im much lam8 uniformity among the export promotion 
inmtitutionm than among the two invemtment promotion 
inmtitutionm. Thim im primarily due to the different mtructurem 
of each inmtitutionm. Am i rsmult af these structural 
differencem, theme institutions or project implementation unitm 
differ, in mono camom quite mignificantly, in the type8 of 
maryicem thay offer. 

%n 1989 CINDE/PIERm budget was nore than double that of the IPC- 
-$3.9 million versum $1.9 million. 



1 
The five institutions vary greatly in their legal structure. 

Two institutions are private-sector member associations (JACC and 
GEXPRONT) that receive up to 40 percent of their funds from 
membership contributions. CINDE/CAAP is an independent private- 

I sector entity that i8 funded entirely by A.I.D. PROEXAG is also 
funded entirely by A.I.D., but its project implementation unit 
focuses on long-term technical assistance provided by foreign 

I coneultantm. The other institutions, however, rely more on in- 
house capability established through local ataff and uoe foreign 
consultants only intermittently. Finally, CENPRO is a 

I 
governmental unit that works with both local oxportere and 
foreign investors. 

Theso mtructural differonce8 have direct implications for the 

I promotional strategies and service mix provided by each of the 
institutions. Membership organizations have more difficulty in 
implementing a highly targeted program focused on a small number 
of products or crops. Exporter associations much as JACC and 

I GEXPRONT want to develop and maintain a membership base, and for 
both institutions membership development has been an important 
priority during the past one to two years. Deciding which 
producto or crops to concentrate on has been difficult, because 
doing so necessarily means excluding a portion of membership from 
the more costly mervices such as technical assistance and 
marketing effortm. Their budgetary resources tend to be 
allocated much more evenly across lreveral service categories. . 

PROEXM: and CINDE/CAAP~, conversely, have more freedom to 
target the crops with which they will work, and both PROEXAG and 
CINDE/CAAP spent much higher percentage8 of their 1989 budgets on 
technical aosistanco and training (64 percent and 48 percent, 
respectively) than did tho other organizations. A more selective 
audience allows them to provido a higher-value, more integrated, 
complote package of assimtanco. One example of a highly targeted 
sorvico is the information gathering and marketing trips to tho 
United States and Europe organized by PROEXAG for local oxportors 
of berries and cut floworm. 

Another advantage of being a nonmembership, highly targeted 
organization such as CINDE/CAAP or PROEXAG im tho 'ability to 
establish more highly specialized ovormeas ropresontatives or 
officos. GEXPRONT08 ovormoas roprosontativom in tho commercial 
attach4 offices of thoir ombamsies havo limited timo to spend on 
marketing offorts. No mattor how qualified these reprelrentatives 
may ba, they cannot bo oxpoctod to be specialists in a wid. 
variety of industrial productm and agricultural crops. However, 

'I~lthou~h CINDE/CMP is not a membership organization, it is 
concerned with development of a client010 for future fee-baaad 
 service^; this may havo an impact on targeting am tho premsuro for 
foo goneration increases. 



I 
CINDE/CZUWs focus on agriculture has made it easier to have a 
full-time agricultural specialist in the Miami office who is able 
to play a much more active8role in marketing and troubleshooting 
for Costa Rican exporters. Similarly, PROEXAG8s contractors and 

! subcontractors in the United States, as well as its 
representative in Europe, have been ?rble to provide timely, 
first-hand information on foreign markets for specific products 

1 and assist in the cocrdination of the various information 
gathering and marketing Lripu. 

The primary advantago of membership, or locally staffed 
i institutions, lies in their capability to reprosent the interests 

of the oxport sector by mainfaining government interest and 
support for nontraditional export programs. As local private 

I 
I 

sector institutions, CINDE/CAAP, JACC, and GEXPRONT have played a 
major role in lobbying for policy and regulatory reforms in their 
respective countries. In contrast, PROEXAG, with a primarily 
foreign senior staff and an omphasis on direct, long-term 
technical assistance has played a supportive but not overt role 
in refoxma in Guatemala. However, PROEXAG provides some 
leadership on regional issues such as transportation and has 
actively worked with U.S. govorment agencies to improve access 
to agricultural products from the region. 

A final link between structure and service is illustrated by 
the case of CENPRO, tho sole government agency included in the 
study. CENPRO differs from the other institutions and project. 
in that it8 primary function is regulatory. A8 a result of its 
mandate it is by nature (1) general and nontargeted, working with 
both foreign and local oxporters across all product sectors, (2) 
focneed o~ regulatory sorvices such as tho one-stop shop and 
oxport contract approvals, and (3) dependent on providing lower- 
cost, prepackaged information. CENPRO offors little direct 
exporter support through consultations or technical assistance, 
and, by its nature, cannot lobby. 

All tho A.1.D.-supported institutions are relatively new to 
invostmont and oxport promotion. Most of tho institutions 
started operating in tho oarly to mid-1980s. The novolty of 
Am1.D.'. oxperionco in promotional programs leads on0 to wonder, 
how do theso institutions compare with other promotional 
programs? This rection provides illustrative though cursory 
comparisons with promotional programs in Chilo, a country that 

8 ~ 1  Sslvador#s PUSADES provides a similar servico through its Miami 
reprssontativo. 
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has been cited a8 one of tho most successful in Latin America in 
I generating nontraditional export growth. 

The research team informally evaluated several Chilean export 
and investment promotion inmtitutiona. Although these institu- 
tions could not alway8 provide detailed cost and performance 
information to the team, a comparison of their general cooto and 
their mean8 of export and investment promotion with those of the 
AS18 is inotmctive. The inmtitutionm iderzifiod and reviewed 
include the following. 

-. ProChile is a relatively new public-sector export 
promotion agency with strong formal and informal ties to 
the private 8ector. Founded in 3,977, it in part of the 
Ministry of Foreign Affairs and expends about three- 
quarters of its $5.2 million annual budget on direct 
promotion abroad. It8 objective has been strictly export 
promotion for Chilean firms, but it im currently 
expanding it8 program to include mupport of the 
Investment Commiamion (described later). ProChile08 
major domestic organizational entitiemware the sectoral 
committee., headed by private-sector representative.; 
with accesm to ProChile staff, which are reuponaible for 
adviming and directing foreign promotion offorts. 

.- Fundacidn Chile i8 a private foundation, with a $50 
million endowment, half originally provided by 
International Telephone and Telegraph (ITT) and half by 
tho Government of Chile. It8 fundamental objective is 
the promotion of Chilean exports through providing 
technology tranmfer coupled with indigenous technological 
development. In addition to providing direct technical 
amsimtance and-training, the foundation actually fund8 
and oporates new fin., privatizing them a8 they bocome 
viabl.. For thi8 reamon, tho annual expenditure8 of 
Fundacidn Chile vary significantly, although operating 
expenre8 and capital allowance8 average about $5.0 
million a yoar, well within the current funding provided 
by tha andonent. 

-- Corfo is a public-mector-devolopment corporation charged 
with donmatic invertment promotion. An older agency than 
the other8 dimcursod here, it has been charged with 
8everal relrponribilitiem in addition to diroct promotion, 
including economic planning, credit distribution, and 
channeling multilateral aid. It also 3erved am tho 
holding company for Chilean mtato-owned firm., but that 
re8ponsibility ha8 gradually diminirhed as a result of 



privatization in rocont years. Nevertheless, because its 
responsibilitiem aro 80 much broader than those of other 
inetitutionm analyzod in thim report, it8 financial 
perfonaanco im not comparable, nor aro its general 
activities. 

-- Tho Investment Commimmion is a multiminimterial foreign 
investment promotion agency, functioning also am a ono- 
atop mhop. It only rocontly began full-mcalo operations 
and theroforo im not included in our later analymim. 
Early report8 are quite favorable. 

-- Tho Exportorm# Ammociation im a privato-mector chambor 
with no apparont public-moctor mupport. It mervem in 
addition am an umbrolla organization for moro narrowly 
focused industrial chamber. that do appear to roceivo 
momo multilateral mupport. 

In tho following mectionm, am wall am in our mtatimtical 
analysim presented in other annexam, wo will concontrato on 
ProChile, Fundacidn Chilo, and Corfo. These program8 aro 
conaiderod to be tho moat prominont organization. and one8 that 
wore bomt able to provide tho moat current information on their 
activitiom. 

A.I.D. typically trio8 to provide ammistance to both foroign 
invomtorm and local oxportorm. In Corta Rica, CINDE/PIE focurom 
on invomtment promotion with foreign fimm, whoroam CINDE/CAAP 
targotm it8 ammimtanco towardm local oxportorm, In the Dominican 
Republic IPC workm with foreign invomtorm and JACC workm with 
local oxportorm. For political and practical reamonm, A.I.D. 
program. generally covor all their promotional bamom. 

In Chile thoro im groater focum on dovoloping and promoting 
oxportm of local goodm. All threo of tho largemt inmtitutionm, 
ProChile, Pundacidn Chilo, and Corfo, direct thoir romourcor 
toward wormoam promotion, technical ammimtanco, and invemtmontm 
for local ontorprimom. With fow oxcoptionm, thoma inmtitutionm 
rook to accomplirB one or both of two goal.: (1) promoto rurplum 
capacity of oximting firu and (2) invort in and dovolop oxport 
capacity in now or oximting firm. Following im a brief 
domcription of the export dovolopmont and promotion activitiom 
carriod out by tho throe prominont inmtitutionm. 

-- ProChilo. ProChilo im tho contra1 oxport promotion 
agency in Chilo. It concontratom it8 promotion offortm 
in part through tho moctoral committoom made up of 



private sector exporterr. Although there are 
approximately 30 committees representing 10 sector., in 
practico very fow rocoive emphamim at once. For example, 
in it8 oarlior yoarm ProChile omphasizod fruit (and 
.specially grapo) oxport promotion but now believe8 that 
thim industry can mtand alone. In tho future, forestry- 
bamod productm m y  rocoivo uore omphamim. ProChilotm 
oxport promotion, howovor, im not 80 narrowly focused by 
destination; tho agancy ham 28 foreign reprementativo 
officos on five continent.. Iamm than 20 percent of the 
country'. export8 are destined for tho United Statom, 
compared with groatar than 50 parcant for the remaining 
came mtudy countriom. 

-- Fundacidn Chilo. Fundacibn Chilo focuoom momtly on 
tachnology transfor and atart-up vanturom. It 
dimtributes technical assistance and aid to both domestic 
and foreign invomtorm, whether or not currently 
producing, and it pa8808 on its "graduatingn onterprieem 
to any qualifying invostor. Its programm are very 
tightly focumod, both in product targeting and 
technological dovolopment. It concentratom on 4 or 5 
dovolopment programm mimultaneously, for oxamplo, malmon 
farming, fimhmeal biotoxicology, and fruticulturo quality 
control.. It dovolopm it8 own target tochnologiem and 
markotm and rookm appropriato invomtorm am production 
procossem roach tho appropriato mtago, but it doom not 
attempt to dovolop a pormanont rambarship bamo. 

-- Corfo. Corfo, a government agency mtands am a countor- 
oxamplo to roro rodorn Chiloan institutionm. It ham 
taken a broad, unfocurod approach to invostmont 
development, through both targot productm and promotional 
t0018. Tho dimtribution of crodit and program funding 
ham apparently rorpondod to political am oppored to 
rarkot incontivom, romulting in nonmarkotablo products 
(o.g., Chiloan rabbit fur) and an uncolloctiblo loan 
portfolio, Currently, tho agoncyom primary contribution 
to privato invortmont promotion im it8 diminvomtmmt in 
forwrly mtato-ownad companiom. 

Each of tho80 inmtitutionm exhibits many of tho koy mtratogic 
and morvico mix olorontm found in tho A.1.D.-mupportod 
inmtitutionm, 

In gonoral, tho Chiloan inmtitutionm fall into tho mama 
catogoriom am do tho MIm, A8 mhown in Tablo C-6, tho moat 
targotod Chiloan inmtitutionm aro tho80 that either work diroctly 



Tabla C-6. Overviow o f  Strategic Factore for 
Selected Chiloan-Supported Inetitutioas . 

Fundacih 
ProChile Chile Corfo 

~ e v d  of tar8etinga Hieh High LOW 
Emphasis on direct sepicab Medium High Low 
Level of proactiverress Hieh High Medium 
Impottance of devdopfl 

membership base Low Low Low 
Use of outside consultants 

During start-up phase Low Low Low 
OfWing P W r m  Low Medium Low 

Pmrbus expcrieq 
in the market Medium Medium LowIMed 

k i g h  - 5 products/crops or less; Medium - 6 to 15 
~roductslcmps; Low - mom than 16 produclrlcrops. 
Hi& - pnwides primarily direct services; Low - provides direct 

sewices as well as indirect support, for example, lobbying and 
p l icy reform. pi& - more proactive approach; Low - more reactive approwh. 
High - membership development orre of primary -1s; Low - 

membership development not a concern. 
CThc extent of previous expedence the cantry had in the sector or 
with the proddcmps with which the organization worked. 
b ~ e :  Consultant estimae. 
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ith private exporter associations (ProCh ile) or receive a large 
percentage of their funding from private sources (Fundacibn 
Chile). Corfo, the oldest and most deeply aligned with the 
government, is the least targeted of the Chilean institutions. 

High targeting seems to correlate to the level of 
proactiveneso, although to a lesser extent than that found in the 
ASIs. Similar to CINDE/PIE and PROEXAG, ProChile and Fundacidn 
Chile have the most proactive programs, They clearly define 
their strategies and focum on providing a haavy dose of 
acustomized,@@ resource-intaneivo menticerr. Corfo's program was 
proactive because it invested directly in companies; increas- 
ingly, however, theoo investments are being privatized. A8 
mentioned earlier, a8 a result of a lack of targeting and a 
clearly defined investment strategy, the allocation of credit has 
often responded more to political than to market forces. 

The final diatinguiohing feature of the Chilean institutions 
is that they rely almost excluoively on Chilean consultants for 
all their overseas promotion and most of their local technical 
assistance. Thio may be duo to two factor.. Firmt, Chile has 
had moro experience in the agricultural export sector than have 
many of the A.1.D.-supportad countries. Second, the pool of 
qualified of technical mpecialioto io larger in Chile. 

In applying the strategic factor. discussed previously, 
the Chilean institution8 provide many of the same sentices as do 
the ASIo. As shown in Table C-7, the moat important mervices 
provided by Chilean inetitutionm include the following, 

Information menticem. All three Chilean institutions 
provide most of the information mervices, that is, 
printed information, in-country question and answer, 
ovarmeas representation, and foreign market information. 

Trade ohow8 and buyor contactm. Both ProChile and 
Fundacibn Chilo concentrate much of thoir activity on 
making buyor contact8 and promoting trade .how., 

Training offortm. All threo institution8 dismeminate 
information, both on markets and technical is8uos, 
through meminarm* Except for Fundacibn Chile, which 
provided axtonmive technical assistanco, training 
programs wero tho only direct means usod for tranoferring 
knowledgo. 

Hoavy lobbying functionm. Prochilo and Fundacidn Chile 
have both played majar role8 in lobbying both the Chilean 



I - - Table C-7. Services Provided by Chilean 
Promotion Institution. 

1 Fundrci6n 
Pdhile Chile Corfo 

1. I n h t b n  
1.1 Printed lniomutbn X X X 
1.3 Idountry Questbn 

urd Answer X X X 
1.4 OlmQ1, RepmcnUIbn X 
1.5 Foniyr Muka 

lnkmulbn X X 
1.6 Odm - O&thtbn 

ud MocivatbnJ In(omutbn X X 
Other - lniomurkrrl 
M a i n 8  Tdps 

2. Private Contact M a k l n ~ m l s  
2.1 DimrorWarrJs 
2.2 Derknakln8 (inverbnenb) 
2.3 Trade Shorn 
2.4 Buyer ContKtr 
2.5 O h r  Oeaknakln8 (trade) 

3. Export and Inva tmt  Support krvka 
3.1 Eulrrka Research (kr firm 

8nd 8slocktiOn) 
3.2 Sit8 Vbit krpporl 
3.3 Lrprtrkte Facilitrlion 
3.4 L a y l  ksiurnce 
3.5 Accountin8 AsshtuKe 
3.6 Credit ksimnce 
3.7 Rmuitmcnt krvkes 
3.8 Feasibility Study Assismtee 



and foreign governmento. ProChile is currently the main 
advocate fou a lawsuit case being brought against the 
U.S. Government for wconspiringn to keep Chilean grapes 
out of the U.S. market. Fungacibn Chile has worked on 
canceling export taxes and improving local standard 
quality control procodures, 

Theso similaritias suggost that regardless of the type of 
markot or sector an institution focuses an, the package of 
services tonds to bo quit. standard. In the came of Chile the 
packago consists of strong information sources, foroign buyer 
contacts, soma training and capablo lobbying. Essentially 
similar packages ax. usod by many of tho MI., Anecdotal 
ovidenca suggests that the ProChile overseas offices are useful 
for making direct contacts with vholoaalers and supervising 
ohipments into foreign markets. The extensive network of offices 
operated by ProChilo suggests that as a country becomes an 
established exporter (as is the case with Chile), the number of 
promotional offices that can be used effectively can expand. 

Tho Chilo oxporienco also suggests that institutions can be 
offoctive by being targeted and focusing on only one or two 
promotional objectives. Tho institutional mandate of ProChile or 
Fundacidn Chilo doem not oncompass too many objectives. ProChile 
focuses on promoting Chilean agricultural products, whereas 
Fundacidn Chilo focuses on developing new export capacity. 
Neither group tries to ovoroxtend itoolf by trying to serve too 
many groups. Also, unliko Corfo, neither Prochilo nor Pundacidn 
Chilo has had to mix oconomic objectives with political 
objoctivos. 

This roviow of A.1.D.-supported institutions and tho Chilean 
institutions identifies four basic institutional structures that 
can bo dovolopod : (1) mombermhip organizations (JACC, GEXPRONT) , 
(2) govarnment units (CENPRO, CORFO, ProChilo) , (3) independent 
private ontitios (CINDE/PIE, IPC, CINDE/CMP, and Fundacidn 
Chile), and (4) projoct implomntation unit8 (PROEXAG). 

The sorvicoe providod within each of tho80 stntcturos appear 
to bo similar. Host program. provide a package of stirvices that 
includos information about tho country, specific soctorr and 
foroign markots, privato soctor contacts with foroign buyorr, 
trade shows, training, and soma liaison work with govorment 
agoncios , 

For investment promotion organizations, tho service emphasis 
is on information (to which more than 70 porcont of tho CINDE/PIE 
and IPC budgets is allocated) and sit. visit support. Tho goal 



I 
of investment promotion inetitutions is to contact and bring 
foreign investors into the country promotional net. Information 
provided through direct mailings, ..cold calls, and general adver- 
tising make investors aware of a country. Site visit support 

I helps tho investor to dovolop a more detailed understanding of 
tho country. 

I 
Tho major difference in investment promotion institutions is 

not what services to provido, but how to provide them, Countries 
that aro wall known as offshoro investment sites probably do not 
have to expend aa much on overrreas offices and advertising to 

I make investors awaro of tho country. At the 8-e time, the 
experience of Chilo in oxport promotion suggests that oven as a 
country develops a reputation, it is still possible to put 

i overseas office8 to good use by focusing on new sectors. In 
thim menmo, the wsuccessw of investing in overseas officee 
depends on tho inrtitution8s ability to identify, target, and 
promote 8ectors and product areas in which the country does not 

1 yet have a recognized reputation. 

In export promotion programs, tho service focus tends to bo 

I on foreign market information, training, technical assistance, 
and contacts with buyors. Within thim service mix, the level of 
targeting and customization of these services can vary depending 

I on the typo of institutional mtructure. For example, membership 
and government units aro loss likely to target and provide 
customized services. Unlike private units, their institutional 
mandate requires them to provide services to a variety of 
cllonts. Thi8 lack of targeting result8 in greater emphasis on 
standardized servicos (imam, services provided in the same form 
to a largo number of clionts--directory referrals, trade ohows, 
general training programs) instoad of customized services (buyor 
contact field trips, technical assistance, otc.). 



ANNEX D 

ITS IMPACT ON EXPORT P- 
FROM THE S m  

1 
Export and !~nvestment promotion programs generally include 

three componentu, in varying combinations: 
I -- u c t  aervica to potential or current investors and 

exporters, such as technical assistance, information, 
deal-making, and training t 

-- m m  of foreign investment and/or export 
expansion through advertising campaigns, distribution 
of literature, and other mechanisms designed to attract 
new investor6 or encourage existing firms to export; 
and 

-- for policies and govarnment expenditures 
favorable to export, including ancouragement of 
government investment in infrastructure and incentives 
and jawboning with private interests, such as freight 
cartels . 

This study focusso primarily on direct senticas to firms. 
Nonetheless, it nhould be amphasized that the lino between direct 
marvices and othtnr, indirect support to investment and trade is 
not always mharply definad. A brochure describing frea trade 
cones in tha Dominican Republic, for exampla, may mema both as a 
general promotion piece for distribution in diroct mailings and 
trade fairs and as a part of its package of direct assistance 
providad to potential invemtors seeking assistance. Despite this 
warlap, the dimtinction batween promotion and services remains a 
usaful on!, am i6 omphamitod in previoum analysos of promotional 
programo l 

Thim imsues papor saeka to answer the quastion: 

-- What W c t  8- should be provided by programs to 
promote trade and investment? 

%ae, for exampla, Wells, Louis T., Jr., and Alvin G. Wint. 
a a CoUpf;nt: P r e o n  as a Tool for At- 

-, World Bank (draft), N O V ~  1988. 



1 1.2. Ou-ar Ev-u Servic~ Uue and Its -act 

Thim issues paper draws on the discussion of promotional 
inrtitution mtrategies in Annex C to address four basic sets of- 
immues that lie at the heart of program design, both for the 
promotional inmtitutionm thameelvam and for Sha donorm 
conaidering financial support to them. The dimcussion in this 
annex im organized around these issuea. 

-. p v e r a  service w. What sorvicam havo been used, 
which mervicem have been the most valuable to firmu, 
and how ha8 service use differed across different types 
of f inns? 

-a W c e  of s e r v a .  Whag services have been provided 
to their clients by AS18 and how important have the 
ASIs been as a mource of services, particularly those 
viewed as having an impact by the firma? 

-. Servic~ -act. Has the assistance made a difference 
to firm performance or investment decimionlr? 

-. Smite mb. .How wall does the service mix offered by 
AS18 match firm needs? Do ASIS supplement or compete 
with private sources of services? 

1.3 . m v  A ~ n r o a c h t o o l v j ~ m  These Questions 

Thim issue8 paper relier primarily on the survey of 152 
ag~icultural and light manufacturing firm8 in the three CBI 
countriaat 105 asmimtod by the promotional institutions and 47 
drawn from the gonaral population LX exporting firma (referred to 
am aunammimted fimmW). Thim information im supplemented by the 
finding8 of a mimilar questionnaire administered to 10 firm8 in 
Chile and by phone to 16 firm8 muggested by promotione,l 
institution8 in Barbadom, Belize, El Salvador, and Honduras. 

Tho murvey ganerated a wealth of data on tho80 is8uem. The 
task of thim papor $8 to mummarizo tho findings and promant them 
in a readily comprohmnsible but nonsimplirtic way. Thi6 task ir 
not am aimplo a8 it might appoar. Each quemtion must be anrwered 
for each of tho 32 senticam, tho four major recipisnt group8 
(ammimt.6 and unarmimted agricultural anC manufacturing firmr), 
the four levelm of impact (none, minimal, mome, and critical), 
and the throe aervico mourcem (ASIm, public mector, and private 

'A. 1. Dm -supported inmtitutf on.. 



I sector). On each iasue, there are thus over 1,500 data points. 
In trying to pull relevant conclusions from this mass of 
information, we have inevitably excluded many interesting and 

I 
i potentially useful points. The team hopes that A.I.D. will be 

able to continue the analysis of the data set beyond the point 
permitted by the resources available to us. 

To asoi6t the reader in following the discussion, we have 
varied the format uoed in the other issues papara by presenting 
the major conclusions first, followed by the data on which those 
conclusion8 are based, and completing the discussion with an 
analysim of the match between service mix oupported by A.I.D. and 
the needo of the firma. However, further analysis of 
implications for A.I.D. trade and investment programing is 
reserved for Annex G. 

Much of the following discussion focuses on the 105 assisted 
agricultural and manufacturing firms surveyed in Costa Rica, 
Guatemala, and the Dominican Republic, but information provided 
by other survey groups i8 added when it contributes to answering 
the questions raised above. The discussion focuses on the 105 
sv-veyed firms both because the survey8s finding8 are most 
reliablo for this larger and more cohesive sample, and because 
this sampla represents the groups tirat A.I.D. programs have 
targeted. The suntey methodology and content is further 
described in Annex A. 

In this annex, as in other components of the evaluation, 
data on Chilean firms and institutions were not included in the 
initial database but were analyzed separately, as an informal 
wcontrol environmentw with non-A.1.D.-assisted pror~otion 
institutions. Similarities and differences between the Chilean 
experience and that of the CBI region countries crro prasented at 
appropriate points in the following discussion. It ohould be 
emphasized that tho small mize of the Chilean mample--10 firms, 
divided evenly between manufacturing and agriculture and between 
assisted and unassioted firms--requires that the findings be 
viawed as illustrative, rather than as a strict control. 

Tho statistical analymim presented below aupports seven 
major conclusions regarding mervice uae and ito impact on 
exporting firms. 

1. Tho firms armimtod by the ASIm studied u8e and value 
the services rocoived, particularly thoso that provide 
information on the country and the sector, buyer 
contacts, and information on foreign markets. Fcreign 



firms also value support servicer, particularly 
assistance in arranging site visits. These services 
are also used and valued by the firms in the unassisted 
mample, but they do not use them as much as do the 
ammisted firmm. 

2. Local agricultural firms, in particular, rely on the 
mervicem receivod from ASIs: morg than 50 percent of 
the aervicom cited by assisted agricultural firms as 
having an impact were provided by ASIs. Agricultural 
firms were a180 found to ume a different mix of 
mervicem than do those in the manufacturing sector. 
The agricultural firms a180 valued technical assirtance 
(TA) more highly than did the manufacturing firmo, 
although all asmistad firms used TA to a greater extent 
than did the unassisted firms. 

3. The mix of services used differs greatly between local 
and foreign-owned firms, with the former relying more 
hoavily on information about foreign markets, buyer 
contacts, and technical assistance, and the latter 
finding information on the country, site visit support, 
and halp with government approvals to be t t s  most 
useful among the services offered by promotional 
institutionm. 

4. Service use im arsociated with greater increaser in 
export6 and employmant, and the relationship is 
mtronger among assisted firms than among unassisted 
firms. In addition, the services that are used moat 
often and perceived as important by assirted firms turn 
out to be significantly and positively related to 
increamem in exports and employment. Overall, aervico 
uro explains approximately 29 percent of the variation 
in f i n  porforrance. 

5.  Th. mix of menticem provided by tho Chilean 
inmtitutionm, and u6.d by Chilean firmr, differed from 
that of tho CBI rogion institutions in two key 
rompectr: it war much more narrowly focused on a few 
key mervices and was more heavily weighted toward off- 
mhore private contacts (trade mhows, ovorseam 
roprosontation, and buyor contacts). 321088 differences 
appoar to relect the greater input of the privato 
moctor into L.e Chilean institutions, confirming tho 
value of mervicea that help firms to learn about and 
rake contact with their counterpart8 overseaa. 

6.  Sonticem that can be provided on a mtandardized basis, 
particularly thore in the areas of information and 
private contactm, appear to be highly valued by the 



firms and highly correlated with actual export 
performance, even though the impact of standardized 
rervices is more difficult to document; thesa services 
should not necessarily be downplayed relative to more 
customized service8 where the link between assiskance 
and firms0 investment decisions is more easily 
documented. 

7 .  AS18 adequately provide service8 that their clients 
value, but two shift8 in emphasis appear likely to 
improve the fit with client needs: (1) export 
promotion organizations ohould consider shifting 
resources away from technical assistance (which is 
valued, but very expensive per firm served) and toward 
information, private contacts, and government 
facilitation; and (2) investment promotion 
organization8 should consider increasing the emphasis 
placed on private contacts and government facilitation. 

These findings confirm some aspects of the conventional 
wisdom and provide useful new insights into other areas. They 
underpin the study's definition of five institutional models that 
appear to have the greatest viability and impact, discussed in 
Annex G. 

Because much of the following discussion deal8 with survey 
data on service use and impact, it may be helpful to repeat the 
service categories used in thim mtudy for the convenience of the 
reader. The survey was based on five categories of mervice 
(diocuased in detail in Annex A). 

Information Printed information on the country, 
printed sectoral information, in-country 
QCA, overseas representation, 
infomation on foreign markets 

Private contact- Directories and referrals, deal making 
raking for joint venturer, trade showr, buyer 

contact8 



Investment/export 
support services 

c Services 

Firm-specific research, site visit 
support, expatriate facilitation, legal 
assistance, accounting, credit 
assistance, recruitment, feasibility 
utudieo 

Technical assistance Production/processing, marketing, 
management, training 

Government 
facilitation 

One-stop shop, approvals/paperwork/ 
incentiveu, government contacts, customs 
ausistanco, lobbying/policy reform, 
post-investment trouble-shooting 

Because many of the otudy findings regarding service use relate 
to the broad categoria8 of services, we will identify the group 
to which specific 8ervices belong by the abbreviations I for 
information, C for contacts, S for support services, T for 
technical assistance, and G for government facilitation, as well 
as by the service descriptors (e.g., in-country QCA). 

3.1. bmpt Services Are Used Most? 

Sorvice use by the assisted firms is summarized in Table D- 
l, which compares the number of services received in each 
category by assisted firms in each sector. This table 
demonstrates that the assisted firms use a fairly diverse mix of 
services, but make the greatest use of information and 
investment/export support. 

Table D-1. Number of  Services Received by Assisted 
Firms in Each Service Category 

&kulturd klrnufrcturing 

Numbw l b  d T d  Number l b  of Total 

I f l h ~ t k m  3.3 27 2.7 24 
h a t e  bnuclr 2.1 17 1.4 12 
I ~ J L r p o c t S u p p o r (  2.4 20 3.4 30 
T d n k J  assistance 2.2 - 18 1.4 12 
covmnm~ fuiliutbn 2.0 17 2.6 23 



Table 0-2 shows the services most heavily used by the 
amsimted fins. More detailed informagion is presented in Tables 
D-17 to D-25 at the and of this Annex. 

Tabla D-2. Services Used Host Frequently 
By Asslued By Assisted 
Agrkulhrrrl Firm Manufacturing Firms 

Printed sectoral i n h t b n  0 Printed county i n h a t b n  8) 
Foreion market IniOrmrlM 0) Printed raccorrl informatbn 8) 
B w  co~acb (0 Incounty QUA 8) 
Productbn TA (T) L I y l  usislanco 0 
Trainin8 CT) Customs assistance (GI 

Sou~e: Shrdy survey. 

The survey findings on service use were generally confirmed 
by the mora limited phone survey of firms in other CBI countries. 
In particular, -esa firmso response8 confirmed the importance of 
aooimtance with markat information (I) and buyer contacts (C). 
In contrast to the firm8 murveyad in tha three casq study 
countries, firma in the othar CBI countries tended to give 
greater emphaaia to credit asmistance (S). Tha mtudy doe8 not 
have mufficient information on tho situation in each of these 
countriem to determine whether thim reflects the less developed 

 his tabla reports only uervico us. that was mtatimtically 
different from zero. For normal random variablam, wa used the 
rhortcut method rocommandad by Thomam and Ronald Wonnacott, 

ctorv S t a w n  for w e n 8  & E c o w  (2nd ad.), 
John WiZey and Son8 (New York), 1977. Thi8 method, in 
mproadsheet notation, im: +/- tOao2 * (8/[(n)*Om5]), where 8 is 
tha mamplo variance and n im tho nu& of observationr. For 
diffarencam in the88 roans, wo umed tha mhortcut muggemtad by the 
mama mourca for cam08 whom tho population varianc 
and unknown: (X -X ) +/- t ( [  (8 I&] + 
with (n-1) degrdm 8f fra0d8&?~~mia shortcut is 
mtatimtically, but i8 tho moat practical option available to deal 
with mituationo whore tho true population 8ize8 ara unequal, but 
unknown. For binomial proportionu, we used tha conoervativo 
mothod of calculating a 95 parcent confidence intarval for 
ramplam between 25 and 100 obmarvations racommendad by Wonnacott 
and Wonnacott (p. 224): +/- (0.98/[(n)*O.S]). In malacting 
tha.8 approacher, wa a180 consulted Frederick Uostallor, Robert 
Rourka, and George Thomau, Jr., m v  with 8 

(2nd ad.), Addimon-Wesley Publiuhinu m n g ,  
Harm.), 1970. 



mtate of capital markets in the other countries or an operating 
environment that im simply less profitable, causing the firms to 
look for cheaper sources of financing in order to maintain 
viability. 

The pattern of service use did not differ greatly between 
ammisted and unassimted firms. Unasmisted firmm use the same 
mervicem am assimted firms, but at a lower mte. Table D-3 lists 
the mervices for which usage ratem differed by more than 20 
percentage points between assisted and unassisted firms. 

Table D-3. Services Used by Assisted Firms 
Compared With Those of Unassisted Firms 

Aykultural Sector Manufacturing Sector 

Mom dun Less than . klore than Less than 
Unirsisted Unusisted . Unassisted Unassisted 
Firms Firms Firms Firms 

In both camer, ammimtod firmm tended to draw more heavily than 
the unammimted firm. on mervicem requiring relatively more 
intensive, customized assimtance, such as production technical 
asrimtance (T) , mite vimitr (S) , and market research (S) . These 
rervicam are generally available only from promotional 
inmtitutionm much am thoma mtudied, or, if they aro available 
from the private mector, foam tend to be fairly high. 



I 3.3. po Acrricwal F w  Use D i w t  Services fr~lp 
ose of ~ a c t u r ~ ~ ~  

The survey confirms that agricultural firms use different 
mervices than do manufacturing firms. 

Services that agricultural firms use more than do 
manufacturing f iims include foreign market information (I) , trade 
mhows (C), buyer contacts (C), firm-specific research (S), 
production technical amsistance (T), marketing technical 
assistance (T), and training. 

Manufacturing firms use the following mervices more than do 
agricultural firms: site visits (S), expatriate facilitation (S), 
legal assistance (S), recruitment (S), government contacts (G), 
cumtom8 assistance (G), and post-inve8tmant help (G). 

Overall, agricultural firms tend to use more technical 
assiutance services than do manufacturing firms, but to use other 
inveatment/export support service8 and government facilitation at 
a lower rate. Firm8 in both sector8 make heavy use of 
information aervicem, at about the mame rate; 

3.4. w e  Affect m i c e  Used? 

Size and ownership had a greater impact on service use among 
manufacturing firms than among agricultural firms. In many ways, 
tho survey found small or locally-owned manufacturing firms to be 
mare like agricultural firm. in their use of mervices than like 
larger or foreign-owned firms in thoir own rector. Size and 
ownarmhip have much lesm impact on tho type of 8ervica8 used by 
agricultural firm8 (although foreign firm8 use momewhat more 
8ervic.8 than do local firms). Table D-17 in the Appendix 
prorent8 the mtatistical baais for thee8 findings. 

3.5 ica Ume in 

The pattorn of mervico ura among Chilean firm8 va8 mimilar to 
that of tha othor three countriem, but differed in that Chilaan 
firm tendedlto concentrate their urvice u u  on a 8mall.r range 
of 1arvic08: 

-- Servicam apparently utilized more often by Chilean firms 
included oversea8 repramentation (I), trade fair8 (C), and 
(for manufacturing f inns) markat information (I) and buyer 
contact8 (C) . 



-- In oach catmgory of oxporting firms, six to nine service8 
woro utilized by all firms surveyed, five to mix were 
utilized by moro than half, and the rest were not utilized 
at all. 

-- Power sectoral difforenceu in servico use appeared among 
Chiloan firm.. Ton of tho twolvo sorvicos utilized by all 
of tho firms in on0 of the four categories were utilized by 
all of tho firms in at least two other categories. Among 
amrimted firms, tho same mervicos wore uuad intensively in 
both sectors. 

Overall, Chilean promotion institution8 tend to focus their 
promotion programs moro tightly, offering dewer eerviceo moro 
intensively to a cloarly end narrowly clientele. This pattern of 
sorvico dolivory may bo duo in part to the small size of tho 
institutions relative to tho Chilean oxternal sector, but both 
Prochilo and Fundacion Chilo utated that thia is their approach. 

The ASIS wero an important rource of support services for tho 
assisted group, as shown in Tablo D-4. 

Tabla D-4. Porcontage of All Servicou That Wero 
Provided by an AS1 

Agricultural Manufacturing 
Firm8 Firm 

Information 
Private contacts 
Invortmont/oxport 
.upport 

Technical amsifstanco 
Govornmont 
facilitation 

All rarvicam 

Sourco: Study suntey. 

Tho murvoy found that tho M I 8  aro a more important mourco of 
morvicw for tho agricultural firms than for tho manufacturing 
firms. Agricultl~ral firm8 citod tho ASIm as the sourco of almost 
half of tho total mupport sorvicos rocoived, while tho 



I manufacturing firms roliod on the ASIS for only one-quarter of 
the total mervices they umod. 

I AS18 wero the major aourco of infdrmation services and private 
contact8 for both groupa, but tho loading source of technical 
assistance and government facilitation only for the agricultural 
firms. AS18 wero much 1088 important am a eource of investment 
and export mupport morvicom much a8 legal aamistance, market 
reoearch, and credit assistaneo. 

The survey found that agricultural and manufacturing firms 
differ In the eources roliod on for 8ervico8, as well am in the 
8enrices used. Table 0-5 mummarizem tho source of services for 
oach of the four main groups in the rurvey. 

Table D-5. Sourdo of Sorvic88 to Exporting Firm8 
(Average Numbor of Sentices Used) 

Agricultural -: Hanuf acturing 

Assidtod Unassisted Assisted Unassioted 
Public Sector 1.9 0.9 1.1 
A.1.D.-Suppo-ed 2.1 3.0 1.1 
Inrtitutions 

Privato Sector 6.7 7.5 6.6 
Total 12 10 10.8" 11.4~ 8.8 
a ~ o t  significantly dif far nt from th8 assisted agricultural f i m 8  
at the 95 percent confide 
Source: mtudy survey I 

Theme findings ~ruggest that ASIS are not displacing private 
moctor mourcem for tho ma~ufacturing firms, but may be doing so 
in tha agricultural sectol.. I The assisted manufacturing firms 
raceived moro rervicom overall and more services Zrom the privato 
moctor than did the unarmhtod firms, wheream the assimted 
agricultural firm rocoivad only mlightly moro mervicem overall 
than did tho unaroimt.ad firm., and racoivod fewer mervicee from 
tho privato #actor. 

4.1. m t  Services P r o v w  bvM18 Used bv Moat F m  

Agricultural firm8 diffor from manufacturing firms in tho 
80~ic.8 they receive from tho ASI8, as they do in their overall 
morvico use, as rhown in Tablo 0-6. 



Table D-6. AS7 Services Used by More than 30 Percent 
of Assisted Firms 

Agricultural Manufacturing 
Small Large Small Large 

Information 
Printed information X X X X 
Sectoral information X X 
In-country QCA X X 
Oversoaa reprementation X 

Private Contact8 
Trade #how8 X X 
Buyer contact8 X X 

Invemtment/Export Support 
sit. visit. X 

Technical Aesistance 
Production TA X X 
Uarketing TA X X 
Training X 

Govormont Facilitation 
Government approval8 X 
Government contact8 X 
Lobbying X 

Sourco: Study murvoy. 

4 m t  Heavuv Usqd Servbes A m  Not Provided bv AS;LSZ 

Thero i8 mubstantial room for promotional institutions to 
improve tho match betweon the mervicem provided by tho AS18 and 
thore used by thoir clients, a8 ahown in Tabla D-7. 

Tho fact that the AS18 are not the leading rource of morvicer 
w e d  by exportarm and invastor8 does not necesmarily imply that 
the AS18 mhould move aggremrively to oxpand thdr services in 
tho80 aroa8. Some of tho area8 moat heavily wad, ouch as legal 
and accounting ammimtanco (S), arm adequately covered by the 
private #actor, and AS1 sorvicor in them. aream would 
unnocemrarily competo with and duplicate this assimtanco. 

In other rentica aroa8, by contramt, the toam beliove8 that an 
increamed level of momrice8 mhould be conmidered to moot needo 
that are not sorved by other organizationm. Them. includo, in 
particular, buyer contacts (C) and foreign market information 
(I), both of which are hoavily umed by exporting firms and not 
roadilv available from another source. 



1 - .  Table D-7. Services for Which MIIs Provide Less 
than Half of the Total Used by Assisted Firms 

I Agricultural Hanuf acturimg 
Information 

Sactoral information X 
In-country QCA X 
Foreign market 
information X X 

Privata Contacts 
I Directories X 

Buyer contact8 X X 
Investment/Export Support 

Market reoearch X X 
Expatriate facilitation X 
Legal aomirtance X X 
Accounting X X 
Credit asmimtance X X 
Recruitment X 
Fearibility mtudier X X 

Technical A88istanca 
Production TA X 
Training X 

Government Facilitation 
Govarment approval8 X 
Government contact8 X 
'Cumtom8 asmi8tance X X 
Lobbying X 
Po&-inveotm~nt help X 

Note: Excludes rervices used by less than 20 percent of the 
.ample. 
Source: Study survey. 



The ASIS that serve the manufacturing sector might also 
conmider expansion of government facilitation services if 
resources are available, as these msrvices appear to be in high 
demand by their clientele and are available only to the larger 
firm. oerved by the moro sophimticated profesoional service 
firm.. Tho agricultural organizations, however, might consider 
oxpanding their informational and contact-making services or 
restructuring the way they provide these services to reach a 
larger ohare of their clientele. Here again, the services appsar 
to be in high demand and to be difficult for small, local firms 
to acquiro from other mourcar. 

The pattern of service provision by the promotional 
institutions studied in Chile is similar in some respects to that 
of the ASIS described eaxlier. 

-- Assisted agricultural firms tend to use more mervices 
from the promotional institutions, ae they do in the 
other came rtudy countriem. Services from these 
inmtitutiono accvilxl?. for 89 percent of the aervices 
recaived by asmiskad agricultural firms but for only 
14 percent of t3oso received by unassisted 
agricultural f ims. Among manufacturing firms, even 
the assiated group receives only 31 percent of it8 
sorvices from the premotional institutions, while the 
unassisted group receives 21 percent of its services 
from them. 

-- There oerviceo tend to be grouped fairly closely by 
aourco. Agricultural firms tend to go to ProChile 
for information and contact services, to Fundacion 
Chile for tachnieal am8irtanc8, and tc Corio for 
credit. Manufacturing firma-oven tho wassistedw 
firms--apparently umo the mervices of promotional 
inmtitutions 1088 ofton, with no more than 50 percent 
of them wing any ring10 remica. 

Thamo pattarns of morvico use are clearly attributable to the 
well-dofinad rpecialtier of tho institutions themselves. 
Pundacion Chile and Prochilo, in particular, have carefully 
targated their prograar, both in terms of clientele and service 
dosign. Corfo, howovor, offerr a more broadly defined rango of 
rorvicem to more cliontm: it is murprising that more firms do not 
roport oxporienco with thir agency. 



The rurvey asreusoil importance on a rcale of 1-4, with 3 
maaning that the rervice bad an impact on the firm'. operations 
and a 4 meaning that it war critical to tho firm's export 
activity. Table D-8 indicates tha ~erviceo rated a8 most 
important in the rurvey, mearured by the average wore received: 

Table D-8. Service8 Rated am Having the Greatest 
Impact by Assirted Firms 

A~ricultural Finns Manubcturinfi Finns 

Seckw-~pecifk information Q) Printed country infonna:ion (I) 
Foreim marka informatbn Q) Lwl assistance 6) 
Ow cocrllcrt (0 Customs rssistance (GI 
Pduetbn TA CT) lrrcountry QbA Q) 
Training CT) Training CT) 
Trade d m a  (Q AppmvaldpapemorWincentives (GI 

W e :  Shown in descending orckr d impoctmcr, ~se Table D.16 in the data appendix to this paper h r  
h e  werage scores awarded by the firms ro each sewke. 

The match between the importance of the services as rated by 
the firmr and the mix of nervicer provided by the ASIs is clearly 
much closer for the agricultural firmr than for the manufacturing 
firm. With the exception of amsirtance in attending trade mhow8 
(C), none of the uervicer provided to the manufacturing firms war 
conridered to have an impact by one-third or more of the 
recipients. By contrart, 11 rervices were ranked as having an 
impact by at leart one-third of the agricultural firmr in one of 
the four categorier wed for analyrir (small, large, foreign, and 
'2ocal) and three rervfcer were ranked am having an impact by more 
than one-third of the total sample (one inionnation rervkce and 
two technical ;rrristance reivicer: in-country QCA, production 
TA, and training). 

5.2. martant Service. m i v e d  from ASIa - 

Ths rervicer provided by AS18 generally figured among the most 
important rervicer received by the arristed firm8 surveyed, as 
8hown in Tables D-9 and D-10. Table D-9 demonatrater that the 
AS18 provided valued rervicee to a relatively large rhare of 
agricultural firmr, but to a much mmaller share of manufacturing 



firms. For example, 44 percent of all assistod agricultural 
firms received technical assistance for production and stated 
that it had an impact on their operation. Table D-10 shows that, 
among firms that received and valued specific services, the MIS 
were an important source for both agricultural and manufacturing 
firms. For example, an AS1 was the source of the assistance for 
63 percent of the assisted agricultural firms that received 
technical assistance that had an impact on their operations. 

Table D-9. Firms Stating That the Service Received from an 
AS1 Had an Impact as a Percentage of All Assisted Firms - 

ted a1 F w  P_ericent 
Techni-ance for production (T) 44 
In-country QCA (I) 44 
Training (T) 39 
Sectoral information (I) 33 
Buyer contacts (C) 30 

Printed information on the country (I) 26 
Support for 8ite vi8its (S) 21 
In-country QCA (I) 18 

. Overseas representation (I) 16 
Sectoral information (I) 14 - 

Sourca: Study murvay. 

Table D-10. Firms Receiving the Service from an AS1 as a 
Parcantage of All Firm8 Stating the Service Had an Impact on 

Export Operation8 - 
a1 F a  

Technical arsimtance for production (T) 
Percenf 
63 

In-country QCA (I) 90 
Training (T) 65 
Sectoral information (I) 64 
Buyer contact8 (C) 62 

ed 
Printed information on the country (I) 61 
Support f0t sit. vi8it8 (S) 59 
In-country QCA (I) 42 
Overseas representation (I) 62 
Sectoral information (I) 43 

Source: Study 8urvey. 
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i The firms* responses to the survey indicate that the services 

received from ASIS do have an impact, and that this impact is 
substantially greatar for agricultural firms (particularly small 
and local firms) than for manufacturing firms. Overall, 48 
percent of the important servicee receivod by agricultural fims 
woro provided by ASIs, compared to only 23 percent of the 
important 8ervices received by manufacturing firma. All firms 
regarded the services received from ASIS as important, however: 
77 percent of the services pzovided by AS18 to agricultural firms 
wore rated as having an impact by manufacturing firms, as were 60 
percent of the services provided to agricultural firms. 

These results suggest that tho assisted agricultural firms 
have relied more heavily on the ASIs for services that had an 
impact than have the manufacturing firms. More agricultural 
firm rocaived services that they regarded as having an impact, 
in comparison to tho manufacturing firms, and tho AS1 was a 
somewhat more important source for these services. 

This finding should not be interpreted too hastily as 
supporting interventions in tho agricultural sector over those in 
the manufacturing sector. Tho ovidenco presented below on the 
relativo performance of tho assisted and unassisted firms in each 
soctor and the evidence linking assistanco to thi8 performance 
should be taken into account beforo deciding which sector, if 
either, ha8 the stronger claim on donor rosourcor. 

5.3 d -ortwo of Services Proviad in 

Chiloan firms ratod highly many of tho same services that 
firm8 in tho other countries did, but valued market information, 
reprosentation abroad, and trade shows mora highly than did their 
CBI rogion countorpart.. Theso valuations aro consistent with 
the patterns of use dascribed above and probably result from the 
8amo programmatic basis: the available Chilean promotion 
institutions offor a highly specialized monu of options, and one 
that is valuad by the recipients. 

Tho previoum moction damonstrat08 that tho firma valuo tho 
rorvicas rocoived, both overall and with reapect to sorvicos 
rocoivod from ASI8. Tho fins idontifiod several services that, 
in their view, contributed to thoir export operations. The next 
two roctions examino tho impact of sorvicea in more detail. This 
soction look8 at whothor assisted firms actually do better than 
unasrirted firms and, if so, whether they credit the assistanco 



1 
from the AS1 for their success. The next section will use 
statistical techniques (correlation and multiple regression) to 
explore whether the linkage between assistance and performance 
stands up under more rigorous scrutiny. 

Tho ourvey found that both the asaimtad manufacturing firms 
and the assisted agricultural firms hava gonerally outperformed 
tho unassisted firms in generating growth in axport sales, as 
s\uparized,in Tablo D-11 (and detailed in Table 0-18 in the 
appendix). As a result of the more rapid growth experienced by 
the assisted manufacturing firms, their exports are currently 
rora than 50 parcent greator than those of the unassisted firms, 
reversing the situation that prevailed throa years earlier (when 
unassisted firmst exports were slightly greater). 

Table 0-11. Assisted Firms Generally Outperformed 
Unassisted Firms 

Eyrkulturd klrnutrcturinn 

Assistd Unassisted Assisted Unassisted - 
T h m  yem rgo 722 1265 006 004 
This year 1097 1753 2528 1598 
Expected in three yean 2450 3229 4672 3262 

In tha agricultural soctor, tho armistad firms mtartod out 
with a much lowar loval of oxport8 relativo to thoir unaraisted 
collaaguas. They have grown more rapidly than tho unassisted 
firms, but ramain at a lower lava1 of oxports par firm. Tho 

'~ll of tha absoluto difforancas di~cussod hero war8 found to bo 
significant at tho 95 parcant confidanco lovol. 
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assisted firms also expect greater near-term growth in their 
exports than do the unassisted firms, but the unassisted fims 
have experienced more rapid growth in employment and are more 
optimistic regarding their amplopent growth prospects. 

In tha manufacturing eector, the assisted firms have 
experienced greater and more rasid growth in both exports and 
employment than have the unassimted firnm. They anticipate that 
thim more rapid growth vill continue in both aream. 

Overall, M e  assisted manufacturing firme have done much 
better than the unassiatad firms, although both groups were in 
almovt exactly the same position three years ago. The 
agricultural firms were smaller to begin with, but have performed 
somewhat better in generating exports than the unassisted firms, 
but not as well in generating employment. 

Overall, these finding. present a somawhat ambiguous picture 
of the ralative performance of assisted and unassisted firms. On 
balanca, f . ~  would appear that the assisted manufacturing firms 
have dons better than the unassisted firma, but that the assisted 
agricultural firms have farad only slightly better than the 
runamsistrd firms, and have not genarated as much employment. 

We do not have enough information on the sampla ffrmr, to judge 
objectJ.vely whether the differences in performance are due to the 
assistnnce or to other preaxisting factors. The remainder of 
this saction examine8 thim issue in mora detail, drawing on both 
the opinions of the managers and statistical analysis of the 
performance of the firms in the sample. 

The study u6ed two diffarent approaches to determine whether 
tbra is a linkage between the m8mices provided by AS18 and the 
performance of the firu: 

-- m a v  -: The murvey included three measures 
of AS1 impact: (1) firms were asked to rate the impact 
of each marvice raceived on a four-point mcala (no 
impact, minimal impact, .om. impact, and critical); (2) 
fimm were asked to allocate 100 points among the 
different mources of assistance, including their own 
effortw and (3) firms ware asked to rank the overall 
contribution of relevant AS18 to their invemtment or 
export operations, using the same four-point mcale a8 
used for the individual senrices. 



a- -tical m: Correlation and multiple 
regression analyses were performed on the data to 
oxplore the statistical linkages among receipt of 
services from an A S I ,  importance of the sentice as 
rated by the firm, and performance measured in terms of 
mnployment and export growth. 

This section reports on the three subjective measuros 
provided by the firms. Tho rouults of the corrolati'on and 
multiple rogression analysis are roported in the next section. 

Tho firms gavo the ASIs aubstantfal credit for helping to 
make their export activitior a succe88. Tablo D-12 8ummarizos 
tho point allocations awardod to tho major aources of assimtanca 
by the firms surveyed. 

Tablo D-12. Whom Do the Firms Credit 
for Their Succes8P 

(Average Points Awarded out of 100) 

5 5 
Amsistod Unasuiuted Assistad Unamsirtod 

Privato soctor 29 18 38 24 
Public sector 10 17 9 12 
A.1.D.-supportad 
institutions 28 8 22 6 

Pira's own 
romourcos 33 57 31 58 

Total 100 100 100 100 

Sourco: Study murvoy. 

Tho agricultural fins again gavo groator importance to tho 
MI8 than did tha manufacturing firm.. Tho manufacturing firms 
gavo more credit to privato soctor sourcoa (including law firms, 
agontr, accounting firm, and privata contact.) than to the ASIm, 
howovor, whoreas tho agricultural firms ratod both aources am 
about equally valuable. 

Thoso pattorns aro gonorally conristont with tho patterns of 
m o ~ i c e  us. discussod a m .  Tho asaimtad manufacturing firms 
make groator use of tho private soctor and rat. it more highly 
than do tho agricultural fins. Convorsoly, the agricultural 
fims rako somewhat groator us. of tho AS18 and rat. thorn 
momowhat more highly than do tho manufacturing firma. 

Turning to tho ovorall ratings awardad to tho AS18 by tho 
asmistad firu, tho picturo is mixod. Tablo D-19 in tho appendix 



I shows the rankings awarded, together with other measures of 
institutional performance generated by the study for comparison. 
Only CENPRO receives an average score of 3 (interpreted as 
whaving some impactw on average), and this score may well reflect 
CENPROos role in approving financial incentives, rather than as a 
provider of sentices valued in and of themselves. CAAP, 
CINDE/PIE, and JACC receive scorrem between 2.5 and 3.0, which 
right be interpreted as a B-, while the others receive scores 
below this level. 

In summary, tho survey supports the view that the ASIa 
provide valuabla, but not critical, support to assisted firms in 
tha axport sector. 

Thi8 section estimates statistically the extent to which the 
ume of sarvices is associated with actual increases in exports 
and mmployment, udng the information collected via the fiin 
queetionnaires. Although tha resulting measure8 do not wprove~ 
causality, the aximtence of a mtrong positive relation between 
uma of services by exporting firms and subsequent increases in 
exports and employment by those firm8 supports the hypothesis 
that the sawices bring about an increase in axports. 

I).cause of the high degne of collinearity5 among the use of 
tho various services by the firm8 interviawed (firms tend to 
rocoiva a package of 8ervice8), it proved imposaible to measure 
tho impact of each servico individually. It was feasible, 
however, to identify tho mat of services most important f o ~  
incroaming axports and omployment, and to measure the approximate 
contribution of that mot of services to export growth. To do 
thim, tha team first identified the moat important servicom 
through correlation analysir and than modalad the impact of thim 
sorvica set using ragrammion analymia. 

5~ollineatity reform to tho degree of relationship among the 
oxplanatory variablom themmolves. Tho greater that degree of 
rolationahip, the les8 applicabla are tho statistical measures 
umod to differentiate the degree8 of importance of explanatory 
variables. 



I 7.1 -ns Between Reeclw cP Services - 
In order to determine which services are most important for 

increasing exports and employment, the team analyzed the data 
using the same four group8 as uoed in other parts of the analysis 
(assiatod and unassiotad firms in tho agricultural and 
manufacturing sectors) and calculated correlation coef f icients6 
between the receipt of each se~vicm, on the one hand, and the 
rat. of growth of export8 and firm employment during the past 
throe years, on the other. Calculationu were also made for the 
correlations between service use and the absolute increases in, 
employment and exports for the firms, correcting for firm size . 
The result was tha identification of the set of services most 
closely related to incroares in exports and job growth during the 
period under study (with significance levels of 958 lor greater). 

Table D-20 at thegend of this ismu08 paper presents the 
coefficients estimated . The results were generally consistent 
across firm groupings: 23 services were significantly correlated 
vith exports for at loast one category of firm; of theme, 13 were 
significant for two or more of the categories. 

We must be careful not to overstate conclusions drawn from 
simple correlation or regression analysis. Specification orror 

-- - 

%doally, one would estimate regresmion coefficients for all 
8ervice8 at once, with tho rate of growth of exports and labor a8 
dependent variables, but problems with both dzgrees of freedom 
and collinearity among the levels of uae of services prevented 
8uch an emtirate. 

'simple correlations of service use with absoluta export or 
employment growth are often negative, reflecting the negativo 
correlation betwoen firm mito and tho use of external menticem 
(mraller fin. roquiro more morvicos and thair absolute incroares 
aro smaller). Tho team corrected for thim biam by including 
initial exporto am an indicator of f i n  size in a two- 
independent- variable rogroruion for each service, testing for 
tho mignificanco of the sorvice impact with the ata mtatistic, 
inatead of the mirplo correlation coefficient. 

*Am vith other component8 of this evaluation, data from the ten 
Chilean intenriews were not included in the initial rogresrion 
analyses, since Chile is troated as a control case. Tests 
porforrod at a later stag., however, indicated no significant 
differences in results after including there observations, vith 
one oxcaption, as notod bolow. 



(the omission of additional important explanatory variables) 
could lead us to place too much emphasis on uingle relationships. 
Tho major purpose served by the initial analysis is to identify 
which services should be used in more extensive modeling. 
Nevertheless, ssvsral general trends merged: 

-... Host services used by assisted firms are significantly 
and positively correlated with increases in export 
volume or employment (76 percent of the services for 
assisted agricultural firms and 85 percent for assisted 
manufacturing fins). This supports the view that both 
the firm8 and the sonrice institutions are spencfing 
xosources on oxport promotian services that matter. 

-- Relatively nor. servicos are significantly corrolatod 
with export porformanco for assisted firms than lor 
unassisted firms. For oxample, 90 percent of sorvices 
used by assisted agricultural firms are significantly 
correlated with employment increase, compared with 42 
percent for unarsisted agricultural firms. This result 
i8 consistunt vith several competing hypotheses: (1) 
assisted firm8 ume services more effectively; (2) the 
use of export promotion rervices has a compound affect; 
or (3) successful firms arm moro likely to seek outside 
help. 

go Among assisted agricultural firms, proportionately moro 
services tond to bo corrolated with employment incroase 
(96 percent) than vith export volumo increase (62 
percent), though both proportions are significant. 
Among assistod manufacturing firms, the revorso im 
true: moro morvicos aro correlated with. oxport volumo 
increauo (73 porcont) than with oraployment increaso (38 
percent). One posmiblo oxplanation for this difforonco 
is that agricultural firms uro services that oncourago 
extensive devolopmont (e.g., incroaring acreage undor 
cultivation) whilo manufacturing finas chooso thoso 
that incroaso labor productivity through groator 
rosource intensity. 

.- Although mignificant difforoncos omorgod botwoon tho 
agricultural and manufacturing sectors in morvico 
impact in throe mubarmas-ocortain typos of information, 
proinvostmont support, and technical assistance--fully 
74 percont of morvicos significantly corrolatod with 
oxport perfonanco in oithor moctor aro corrolatod in 
both. Throo information mowices (ovorsea8 marketing 
information, ovorsoas roprosontation, and in-country 
Q&A) tond to bo correlated with manufacturing oxport 
porformanco but not with agricultural porformanco. The 
same is true for oxpatriato facilitation (S) , a sorvico 



more often used by foreign invemtors, who tend to be 
manufacturerm. In terns of technical aesistanco, 
management and training TA t m d  to have more impact in 
the manufacturing sector, whereas marketing TA ham more 
impact on agr?culturo. (Note that TA for production is 
not mignificattly correlatmd with increases in oxport 
volumo for agriculturo). 

-- Soma mervicem appear more closoly related with export 
volumo in a given mector, while others aro more 
strongly linked to omployment incroamo. TA rorvicem 
are pomitivoly aasociatod with agricultural omploymont 
increasom, but not with export volume incroamerr. The 
opposite im truo for manufacturing: TA morvicem are 
positively correlated with oxport growth but not with 
employmont increamom. Govomment facilitation a180 
seem8 to pomitivoly affoct manufacturing oxport8 but 
not employmont, although it positively affect8 both 
employment and exports in the agricultural rector. 

Tho80 initial correlation resultm differ momewhat from tho 
firuR percoptions of mervice impact. Among assisted firms, 
mervicem percoivod to bo important aro in fact mignificantly 
corrolated with oxport porforranco, but noteall aervicom that 
wero mignificantly corrolated with performance wore perceived to 
bo important by tho firu. of the eight service8 most highly 
rankod by ammisted firm, mix are mignificantly corrolated with 
incraasom in either oxport8 or omployment (only buyer contact8 
(C) and training (T) are prcoived as important but are not 
mignificantly corrolatod). 8overal othor servitor, largely in 
tho preinvemtment mupport group (S) ,  are mignificantly correlatod 
with both employment and oxport increamom for asmimtod firms, but 
wore not perceivod am important by thoso firms, 

Among unammimted f i m ,  however, thore was no corrorpondonco 
botwoon perception8 of morvico importance and corrolationm of 
mervico rocoipt vith oxport porfomanco, Nono of the morvicem 
mignificantly corrolatod vith oxport volumo and amploymont growth 
woro rated as important by tho unasmimtod firu. At tho 
imprommionimtic lovol, thim romult meomm conmimtont with our 
tontativo conclumion concorning the higher officiency with which 
amaimtad fimm us. morvicem. Tho80 firm. receiving tho moat 
comploto armimtanca from oxport support institution8 seem also to 
bo more aware of the sorvicomg impact than are tho80 firms 
roquomting and rocoiving 1088 mupport. 

Tho regrormion analymim conducted measures tho explanatory 
p m r  of tho mervicom rocoivod, conmidoring tho menticem a8 a 



set. The use of individual services was too closely related 
across services to model the impact of services individually. 
The model used therefore includes the significant services 
identified in the correlation analysis for each of the four firm 
groups, with aeparate estimation foz the impact on export volume 
and employment increase, the dependent variables. The 
independent variables, in addition to uervice use, included 
various structural and environmental variables (such as the 
country in which the firm operates). ysing the composite service 
variable, it is possible to estimate R and values which 
cannot be higher than those that would have resulted from 
regressions on a sewice-by-service basis. In other words, t9e 
composite variable approach yields aminimun valuesw for the R 
and "tW value8 of service usage. We will not be able to compare 
the significance of individual services, but we will be able to 
estimate a minimum impact of the package of assistance as a 
whole. 

Followin3 this approach, the team estimated two sets of 
equations, one set leaving out service use and including only the 
environmental and structural variables available from the 
questionnaires (fin size, represented by initial export8 or 
employment; the country of location, represented by dummy 
variable. for Costa Rica, Guatemala, and the Dominican Republic; 
(3) ownership of the firm, represented by a dummy variable for 
foreign o ~ r s h i p r  and the numbor of years the firm had been 
exporting). The t a m  then prepared a second set of estimates 
including the composite priable for service use, and compared 
the statistics and R 8 yielded by each set of equations. The 
results wera as f0110~8. 

-- Surprisingly, the environmental and st~ctural 
variables wore not ~Pgnificant, except for firm size. 
In other words tho only variables other than service 
us. found to affect increases in export8 and employment 
wero tho original levels of exports and employment. 
Neither the countries of origin (with one exception as 
noted bolow), tho type of ownership, nor the number of 
year8 of axport experience had significant impacts on 
oxport perforrance. 

-- Adding tho menrice use composite to the equation always 
had increased the equation's explanatory power: the R 8 
increased by an avorage of .29, and the coefficient on 
service uae vas always positive and significant at the 
--- -- 

'1d.ally we would also havo included some measure of public 
policy differences affecting the finas, but no such measure was 
availablo, The country variable may be viewed as a proxy for 
policy differences. 



95 percent confidanca lave1 (880 Table D-13). In other 
words, tha lave1 of rantice ure by the firms surveyed 
axplainr approximataly 29 parcent of tba firm-to-firm 
variation in axport parformance. 

-- Tha dummy variable for Chilaan firms warn mignificant 
and poritiva for arrirtad agricultural firmm and 
unarmirtad manufacturing firmr, indicating that thair 
axport parformanca wam ralatad to mom8 country-rpacific 
influanca, parhapm macroaconomic policy. Thim finding 
ir' conmistant vith tho analymim in Annox 8, which 
dimcurmas tho poritiva influonce of  Chilaan aconomic 
policy on tha volma of nontraditional axports. 

Ura of export promotion rarvicam, than, ir significantly and 
poritivaly amsociatad with axport parformanca, whila moat 
background variables wa have beon abla to measure ara not 
rignificantly arrociatad, aithar poritivaly or nagatively, with 
dim parformanca. Among the background variablar, only initial 
firm riza and Chiloan origin soom to ba arrociatad with incraarar 
in axport volume or amployunt. It mhould ba notad, howavar, 
that tho background variablam maarurad by our intarviavr aro 
quite limitod. In particular, we hava not boon able to includo 
public policy difforancam, and tho dummy variable. included may 
not complotoly captura thora diffarsncar. (Policy diffarancar 
arm further dircumrad in Annex 80) 

A comparimon of inmtitutionso budgat allocation8 acromr 
marvice catogoriar with rurvay findingr on tha importanca of aach 
rarvica category ruggartr that tho inrtitutionr could improva tho 
ratch batwaon whara thay spond thoir monoy and what tha firm8 
want. Tha implication8 diffar substantially dapanding on whathar 
tho inrtitutionor cliantala ir concantratod in tha agricultural 
or manufacturing moctor. (80. Tabla D-14.1 

Looking firrt at tho agricultural fin. and inmtitutionm, it 
rppaarm that tho inmtitutioas ara mpanding mora on tachnical 
rmrimtanca and la88 on govammant facilitation than warrantad by 
the firm#, ranking8 of marvica value. JACC her recognizad the 
importance of govamr.nt facilitation to it8 mombarm, 
particularly in tho rraa of import and axport claarancar, and im 
moving to artablirh a on.-atop mhop for ruch claarancam. Thara 
findings alro suggamt that organizationr rowing a local 
cliantela right conmidor a rorourca allocation that give8 roro 
attantion than that of tha organization. rtudiad to infomation, 
privata contact-making (particularly buyar contactr), and 
govamrant facilitation, while dacrearing tha allocation to 







investment and export support services and, in particular, 
technical assistance. 

The findings in the manufacturing sector are somewhat more 
ambiguous, because both of the major investment promotion 
institutions studied (CINDE/PIE and IPC) devote a large share of 
their resources to general promotion designed to bring new 
investors into the system (including CINDEts overseas offices, 
follow-up calls to "hat leadsn by IPC staff, advertising, and 
publications). The costs associated with these activities are 
included in the information category, which inflates the 
allocation to this group of activities. Nonetheless, the data 
muggest that organizations with a foreign investor clientele 
mhould emphasize government facilitation, including customs 
assistance as well as government approvals (such as that needed 
for free zone firms), and private contacts to a greater degree 
than do the institutions studied, while downplaying support 
mervicee later in the investment cycle. 

Two important overall conclusions are suggested by the 
comparison of resource allocations and firm rankings: 

Ow Firms place a higher value than expected on services 
provided marly in the investment process, including 
information and assistance in making private contacts. 

-- Services that can be provided on a comparatively 
extensive and standardized basis (information and, to a 
lesser extent, private contacts and government 
facilitation) appear to be valued at least as highly as 
service8 requiring more intensive and personalized 
assistance (inveatment/export support and technical 
ausistance) . 

It is noteworthy that the institution with the best match 
between clientele sentice demand and budget allocation is CENPRO, 
which provides a relatively standardized package of information, 
contacts, and government facilitation to its clients. CENPRO, a 
public rector organization, received tha highest ranking among 
all of the AS18 studied, but it8 high score may be heavily 
influancad by it8 role in doling out Costa Ricaos generous export 
incentives and approving firms for free cone investment. 

Table D-15 examinas the match between service needs and 
marvice provision in another way. This table presents the six 
mervices most highly valued by assisted firms in three critical 
groups: foreign manufacturing firms, local manufacturing firms, 



Tabla D-15. Services Top Ranked for Impact and Role of 
A.1.D.-Supported Institutions in Providing Them 

- 

Noa: Shown we the six mkes h mch aa(ory receivin~ the hi- 
mtint fhh Miy b acprarsed as dw petcanurn of dl firms sweyed that rtrtcd thrt rhr mh 
dhcr had an imp# on their aqmt operation a was aitial w W r  opatkrr. 

source: runrydrtr 



d local agricultural firms. lo The table shows the percentage 
of the firms in each group that viewed the service as having an 
impact and the percenta~s in each group that received the service 
from an ASI. This table suggests several areas where a shift in 
resources might improvo services to firms. Fo?r sxample, local 
agricultural firms rate technical assistance and information on 
foreign markets about equally, but ASIS provided market 
information to only half as many of their clients as received 
technical assistanco. 

Tho unit cost analysis suggests that there is a rosource- 
intensive way and a resource-saving way to provide many of the 
services studied. Resource-saving approaches to providing 
information, for example, involve compiling readily-available 
information and making it available to firms in published form or 
on request. Resource-intanrive methods for providing information 
involve firm-specific market research or feasibility rtudies. 
The intensive and targeted rentices make a better show for the 
donor agency, because tho institution can point to specific firms 
that have xeceived intensive assistance, but the overall impact 
is not demonstrably greatar than a less-expensive strategy and 
may well be lower. 

Tho survey does not provide detailed information on tho 
spocific natura of tho sorvices provided in each category, 
however. This issuo desorvas further analysis and donor 
attention, focusing on tho sowices identified as important by 
tho survoy. 

Anecdotal evidence collactad during tho survey suggests that 
tho ro6ourco-saving methods ray bo at loast as good as tho 
roso.~lrca-intensive methods, for several reasons. First, they 
enable tho organization to provido a valuablo rervico to a larger 
numbor of firms for the mama axpendituro. Second, the 
standardizod servicos can be provided more easily at high quality 
lovols. Several instances wero oncountered where the recipients 
of intonsiva technical assistanco or market research discounted 
tho quality of the work dona on their behalf, whereas several 
rorpondants waxed enthusiastic on tho valuo of tho standardicad 
information thoy racoivod. On. fro. zone invertor in tho 
Dominican Rapublic, for oxamplo, producod a well-thumbed copy of 
tho Amorican Chamber'm guide to invomtoru, calling it hi8 biblo 
and stating that ha novor madm a movo without consulting it. The 
rurvoy toam, initially skeptical regarding tho valuo of such 
standardizod assistanco as manual8 and directories, was forced to 
altar it8 viow in tho taco of repeated support for such 
assistanco. 

''A8 tharo were only 13 foraign agricultural firms in the sample, 
this group was excluded. 



Overall, eervices early in the investment decision 
process-information and contact making-appear to merit a greater 
share of resources compared to service8 that provide more 
intensive assistance to firms further along in the process, such 
a8 technical assistance and inveotment/export oupport oenrices. 
This finding contradict8 the conventional wisdom that 8uppoz-t 
institutions should provide intenoivo assistance to a few firme 
with an emphasis on follow-through in order to generate (and 
show) resultm, rather than providing information ahd general 
promotional activitieo to a wider audience. Tho mtudy supports a 
contrary viiw: activitiem that increame the number of finnu 
entering tha investment or export proceom, such as information, 
contact-making, and general promotion, will in fact increasa the 
number of firms that ultimately inveot or export, even if 
intensive, firm-specific sentices are not provided. The 
implications of this model for A . I . D .  assistance to export and 
investment promotion are tho subject of Annex G. 
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Table D-23. Sunary of Guntoy Data on Servica Ume for Chile: 
Assisted Agricultural P i x u  
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ANNEX E 

TIO- 

1.1 Qygmiew of Cecal Isayes for Inves-t 
Promotion 

The assumption that the promotional programs ootablirhed 
vill survive withdrawal of A.I.D. funding underlies the Agencyo. 
willingness to finance theme programs initially. Tho reali8m of 
thi8 assumption is increasingly an issue in program design, not 
only in tho trade and investment promotion area but throughout 
the aroistance portfolio. 

The insights into ruutainability offered by the ASIo otudied 
in thim report therefor. rhed light on design ioeues that muot be 
addressed not only in trado and investment promotion but in any 
program that ueeko to mobilize private ontities for a new purpose 
or craato ouch entities from rcratch. 

Thim diocusrion focurea in particular on memberohip 
organization. and other private entitier. Concern over 
muatahability ha8 encouraged tho mhift to private service 
delivery mechanismr, reprementad by nix of thsr mevmn ASIm mtudied 
in thim report. Thir rhift derive8 in part from the bolief that 
much programs are mom mustainable than comparablo government 
programr, given the ability of private institution. to gonerato 
rovenuas from private rourcem and their freodom from the 
budgetary and procedural constraint8 that bind public sector 
institution. and in acquiring technical rerourcom, particularly 
mkilled personnel. Them. constraint. have not only hamporod 
govermnt agency porfomnanco during project implementation, but 
have often led to a sharp declino in the lev01 of morvicor onco 
outride funding coamem. 

It im thereforo particularly important to examino tho 
potential for murtainability offorod by private entitiem and to 
conrider how mumtainability ir affected by inmtitutional 
mtructure. 

The central irauo in thim rogard im mimply rtated: 

-- Aro there program8 ruutainable, with or without 
continuod A.I.D. rupport? 

It ir important to noto that this discuumion relies to a 
large but unavoidable dogreo on the teamom profeosional judgment, 



rather than on hard evidence regarding sustainability over time. 
None of the promotional institutions studied in depth has been 
withdrawn from A.I.D. funding. All of the programs examined, 
except those in Chilo, are still receiving large infusions of 
A.I.D. funding. The experience of CEDOPEX in -8 Dominican 
Republic, a public sector agency that has virtually terminated 
the promotional programs funded by A.I.D. in the early 19808, 
suggests that donors are right fully concerned. 

Thia section addresses three basic questions within this 
overall issue: 

1. Are these services currently sustainable? 

2. Can they be made sustainable and, if 80: how? 

3.  What are the implications if they are not sustainable? 

The following diacusmion fasises on the first two questions, 
discussion of the implications is covered in Annex G. 

This section baginm with a brief discussion of sustain- 
ability, a concept that appears often in any discussion of donor- 
funded programs in developing countries but rarely receives 
detailed examination. The soction then analyzes the sustain- 
ability of  the programs mupported, with an omphasis on their 
financial mustainability. Examined are the institutions* sources 
of funding, including currant user chargem, and the implications 
OF alternative approachem to meeting tho comt of promotional 
program8 for the health and longevity of tho institutionm. 

Tho murvey of asmimted and unassirted firm8 included 
quoation8 on whether the inrtitotionm had paid and would be 
willing to pay for tho mewice8 received. There quemtionm proved 
to bo 1.88 useful than anticipsted. Re8pOnseS about payments 
actually made identified the rcmrce of the mervicr, (private firms 
charge fees) and the policy of the AS18 (JACC chargem for mome . 
menticem, CMP doem not). Rowponsem about willingnesr to pay 
were judged to be not umoful, for three roamonm: (1) tho answers 
related to the mpocific mervico am receivod by the fino and 
variod more widely than anticipated; (2) firm answers appeared to 
reflect the rourco of tho mertice; that im, firms were unwilling 
to pay for aervicos they expected the govorment to provide; and 



I 

(3) firms found this question difficult to answer without more 
information on exactly what services would be provided and how 
high the charges would be. For these reasons and because of time 
limitations on the interview process, firms were not asked to 
estimate how much they would pay for a spacific sarvice. 

In nearly all of the cases examined, A.I.D. has not so much 
uupported an ongoing export or inveotment promotion program as 
created such a program. In uome cases, such as Guatemala's 
GEXPRONT, the institution itself had been in exizitence for some 
time before it receivedl A.I.D. funding to establish a promotional 
program. In other cases, A.I.D. support provided vital impetus 
to establish the institution itself as well as to initiate the 
promotional program (as was the case for JACC and IPC in the 
Dominican Republic and CINDE in Costa Rica, for axample). It is 
standard for project designs to emphasize the role of local 
initiative in establishing the programs that AoImDa is 
mupporting, but the reality in this case does not correspond to 
this description: these programs are4argely A.I..D. initiatives. 

Given that these programs are not established, ongoing 
activitieo that have denonstrated their staying power, there are 
several alternative standards for sustainability, in a roughly 
ascending scale: 

The activities promoted by A.X.D.--foreign investment 
and export expansion by local companies--will continue 
to expand after AJ.D. funding is withdrawn, even if 
the proqrams supported and the institutions themselves 
do not survive. 

The inmtitutions will continue to exist, but the 
promotional program will be drastically curtailed. 

The programs wil: continue only if conceusional funding 
i8 found to replace A.I.D. funds, and programs may be 
reduced in scop or level. 

The programs will continue at a level comparable with 
the current level independently of outaide support, 
including additional A.I.D. funding. 

assessment whether vustainabilitv has been achieved 
depends critically on which of these mtaidards is used. The 
analymis that follow. generally focunes on the fourth and higheut 



i level of sustainability, because concern over program continuity 
lies at tho heart of A.I.D. discus~ions regarding sustainability. 
It should be emphasized, however, that program continuity is not 

I necessarily the most appropriate standard by which A.I.D. support 
rhould be judged, given that the aim of such support is to 
promote exports, investment, and jobs, not to create 

I institutions. 

In nono of the casos examined doe8 continued expansion of 
exports and investment appear to depend to any mignificant degree 

I 

on continued A.I.D. funding of promotional programs. Am 
dimcussed in Annex F, the inrtitutionr examined have accounted 
for a relatively small sharo of the export growth achieved 
(between 4 and 31 percent, depending on the country and 
institution). In other words, 70 to 95 percent of the export 
growth took place independently of assistance from the insti- 
tutions mtudied. The institutions may well have facilitated and 
accelerated the growth of exports and foreign investment and 
arguably havo significantly contributed to getting the process 
going and bringing it the point of being self-sustaining, but 
oven their strongest uupporters would not claim that export 
growth and foreign investment would atop without continued 
support . 

Several of tho A.I.D. private sector officer8 contacted, 
including thoso in the caso study countrios and other. in the CBI 
region, argued strongly that the programs havo accelerated export 
growth and helped to omtablish a self-sustaining export sector. 
For oxamplo, one A.I.D. private entorprise officer in a non-case- 
study country argued that A.I.D. mupport had been instrumental in 
roaching -aturation for foreign invomtment, thereby building a 
constituency for oxportm and foreign investment sufficient to 
maintain pressure on tho govormont to continue the policier that 
favor future invertment. In a real senso, sustainability has 
been achieved when tho oxport and investment process ir relf- 
sustaining, even if the promotional activitior fundod decline or 
even disappear when A.I.D. funding im withdrawn. 

In other word., promotional program may bo aeon as a 
temporary subsidy to innovative behavior through foreign 
investment or oxport by local compani.8. Once the innovation ir 
firmly aotablished, tho subaidy, and therefor. the mervices, neod 
not bo continued. Xndood, continuation of the subsidy beyond 
thim point would be inappropriate and potentially 
countorproductivo to maintaining competitiveness and flexibility. 
Takon to it8 oxtromo, thim argument suggests that sustainability 
im not necermary for program auccess. 



2.1 -ts for m t u t i o w  S- 

Program sustainability may be defined as athe capacity to 
continue implementing a program of activities without outside 
a~mistance.~ Thim capacity in turn consimtm of meveral elements: 

-. Accesm to mufficient financial remourcem, 
.- Availability of technically competent personnel, 

-- Existence of a functioning management system to carry 
out the activitiem and manage the institution itself, 

-. Presenco of an institutional structure that permits 
continuation of the organization, and 

-- Availability of a technically effective program of 
activitieo to achieve the purposes set forth for the 
inmtitution. 

Theme requirement8 are clomoly interrelated. In particular, 
tho quality of tho perronnel, which im vital to any mervico- 
oriented program, depondm on the institution8. financial capacity 
to attract and retain high-caliber employee8 and on the preoence 
of a management structure that permits tho personnel to function 
effectively together with a program that use8 and channels their 
mkillm for maximum affect. 

In part because of the interdependence of these different 
componontr, accors to financial resource8 im central to 
inmtitutional mumtainability. Financial resourcem pormit the 
organization to purchamo the human remourcem necemmary to develop 
and implomont ranagorial, inmtitutional, and programmatic 
mymtems, but tho premonce of funding by no mean8 onmurem that the 
organization will us. the funds effectively to put in placo tho 
pormonnel and othor mymtemm nocesmary. In other word., a 
rearonable degreo of financial mocurity i8 a necemmary, but not 
mufficient, condition to meat tho other requirements for 
sustainability. Chronic funding ahortagas make it difficult or 
impomsible to root tho other roquirementm for sumtainability. On 
tho other hand, porsonnol romourcem, a mound organizational and 
management mtructuro, and a valid program are necommary to 
achieving financial mocurity through any mean8 other than 
roliance on donor gonoromity. 

How the five roquirementm above are met-and the feasibility 
of reoting them at all--differ8 groatly among different type8 of 



1 inmtitutione. From the mtandpoint of suatainability, promotional 
inmtitutions fall into three categories: 

1. Government unitm, which are controlled by the 
government, are generally subject to civil service 
regulations, provide service8 to anyone requesting 
thom, and derivo the majority of their nondonor funding 
from govenmont budgot allocationm; 

2. Membership institution., which aro controlled by their 
rombers and depend on their support, orient their 
programs to the menticem needed and requested by their 
memberm, and derive a substantial mharo of their 
funding from the members (both membership dues and fees 
for service) t and 

3. Independent private entities, which are relf-managed 
(frequently under the oversight of a public-private 
board) , often are non-prof it, provide rervicer to a 
clientale dofined by the institution, and are dependent 
on a combination of fee income and resources provided 

, by other organizations (donors and the government). 

A fourth category could be defined that conmimtm of private, 
for-profit fims for whom invemtment and export promotion 
activities are a mecondary line of burinemm, much am accounting 
and logal mervicem firu. They differ from the other independent 
inmtitutionm in that they are wholly dependent on fee income but 
generally devote only a amall mharo of their total activities to 
the invemtor/exportor cliontolo. Sustainability ir not an issue 
for thoso institution., hcaume their capability and willingnesm 
to provide mervicem im lirited to their ability to generate the 
fee8 necemsary to underwrite much mervicem. 

Tho moro pramenco of a list of memborm does not make an 
organization a membormhip institution: A memberrhip organization 
i8 controllod by it8 rerberr and depends on their mupport for it8 
credibility and it8 budget* A private entity much am tho IPC can 
ovolvo into a rembormhip organization, but tho tranmformation ir 
likely to require a chango in the management mtructure to give 
muborm a roal may in how tho organization im run. 

Strictly mpeaking, the independent private entity category 
is not limited to indigonouo nonmemberohip organizations much am 
tho Dominican Republic8. IPC and Honduram8m FIDE, but includes 
all nomombermhip inmtitutionm depending predominantly on A.I.D. 
project funding. It thoroforo include. project implementation 
unitm, of which tho primary example in thir study im PROEXAG. 
These quad-institution. differ from other nonmembormhip 



organizations in meveral respects,' of which the most important 
for thim discussion is that they aro not intended to continue 
aftor funding stops. For thim reason, the following discussion 
will focus on the independont private entitias for which 
mumtainability is prosumably desired. 

The mtrategicom available for achieving mustainability differ 
among tho three type8 of inmtitutionm, becaumo oach typo of 
organization ham a different relationship to.it8 clientelo: 

Government ontitias can murviva and oven prosper 
without a cliontole, am long am the governmentom 
leaders beliovo that tho organization is making a 
contribution and are willing to continue funding it. 
The presence of a strong constituency group that values 
tho services of tho entity im helpful in ensuring 
government mupport, but it is not a requirement. 

Hemborehip organizationm have a built-in cliental. that 
merves am their primary mource of funding and other 
mupport. For those organizationm, tho challenge im to 
devolop a rembormhip base mufficiently large to support 
ongoing activitiom and to keep the member8 mufficiently 
happy with the morvicom they aro rocoiving to onsuro 
that tho'organization can remain in operation. 

Privato ontitiom face a major problem in achieving 
mumtainability, becaumo they may have neither a natural 
client010 nor a built-in mechanism for dealing with a 
client810 once identifiod. Tho moot natural 
wclientelaw of invemtment promotion organizationm im 
potential offmhoro invomtorm, but thim group im cloarly 
not a likely mourco of mupport. For oxport promotion 
organizationm, local firm8 would appoar to offer a 
logical client010 group, but tho mpecific linkagam 
between tho organization and thim clientelo, which 
itself im diffumo, unorganized, and often politically 
poworlorm, aro difficult to defino. In the abmonco of 
a privato soctor cliontolo, privato ontitiem romain 
thomsolvo8 tho cliontm of donor organizationm or may bo 
capturod by a cliquo of powerful individual. (privato 

l ~ e m o  dif foroncom include: (1) tho pro j ect ontitiom are managod 
by a U.S. organization (a privato firm in tho caso of PROEXAG), 
rather than by a local board; (2) they are not formally 
omtablimhod am homt country institutions; (3) their rolationmhip 
with A.I.D. generally im by contract rather than through grant.; 
and (4) thoy tend to havo a largor proportion of expatriate8 in 
ranagomont and technical pomitionm. 



aector, public mector, or both). Neither situation is 
auatainable for long. 

3.1 Su.tainabilitv of A.I.D. - S-ed Lr-tituta 3 

When A.I.D. fundm havo boen tho implotum for tho creation of 
tho promotional inmtitution, its continuation after funding is 
withdrawn cannot bo ammumod. Judged in term8 of their capability 
to fund their currant lovol of operation8 from non-A.I.D. 
sourcom, none of tho A.1.D.-.upported inotitutionu oxaminod 
approachom financial mumtainability. Tablo E-1 rummarizom tho 
mource of 1989 budgetary mupport for the CBI region privato 
inotitution. mtudiod. 

Tabla E-1. Sourcor of 1989 Punding for Private 
Promotional Organization. (percont) 

A1.D. Host C m m  Own Resources 
Funds Funds and Other Funds 

CMP 100 0 0 
ONOVPlE 100 0 0 
CMPRONT 62 0 38 
I# 91 5 4 
MCC 73 12 16 
PROEXAC 100 0 0 

Sowcc 6- as m p & d  by the imitutbm. 

Thi8 tablo illumtratoo two concluoionm: (1) all of tho 
promotional inmtitutionm arm highly dependant on A.I.D. funding 
and (2) tho mombor organization. havo to data boon able to 
gonorato more remourco8 from non-A.I.D. mourcom than havo tho 
privato ontitiom. 

Thim dopondoncy ham difforont implication8 for oach of tho 
throo typos of inmtitutionm otudiod. 

Tho A.I.'D.-mupportod governmental inmtitution 
mtudiod--CENPRO in Corta Rica--would probably murvivo tho 
withdrawal of A.I.D. funding, in tho menso that an offico with 
pormonnol would continuo to oximt. Tho record of other 



government promotional units, such as CEDOPEX in the Dominican 
Republic and ProChile, is not encouraging, however, regarding the 
likelihood that CENPRO will receive sufficient funding to remain 
an effective promotional institution. The moribund state of 
CEDOPEX in particular presents a otark example of the fate of a 
government agency created with donor funding when that funding is 
withdrawn in an environment of budgetary famine. 

It appears virtually certain that the associations of local 
exporters--JACC, GEXPRONT, and CAEM-would survive a phaseout of 
A.I.D. funding. GEXPRONT and CAEEI predate A.I.D. assistance for 
export promotion and have an established clientele and membership 
base. JACC appears to have progressed in building a genuine 
constituency among agribusiness firms and entrepreneurs in the 
Dominican Republic. 

The independent private entities are in the most difficult 
situation. The continued existence of these organizations--IPC, 
CINDE, CUP, and PROEXAG--is wholly dependent on outside funding 
from A.I.D. or another source. If A.I.D. funding were withdrawn 
from any of these organizations, they would cease to exist. 

Of the organizations studied, only the IPC is currently 
making a major push to explore alternative revenue sources. As 
further discussed later, this attempt may well prove unsuc- 
cessful, deupite the effort being made by IPCts management. 
CINDE and CAAP plan to rely on the endowment fund being created 
by USAID/Costa Rica with local currency resources and therefore 
have not explored alternative sources. Continuity has never been 
an aim for PROEXAG. 

Despite the availability of funding to underwrite relatively 
high salaries, many of the organizations studied have experienced 
great difficulties in retaining staff. Investment and export 
promotion are not recognized specialties for which a pool of 
trained personnel exists, nor are the skills required uniquely 
applicable to the work of tho institutions. A8 a result, the 
oparational personnel of the promotional institutions studied 
tend to consist almomt entirely of yowrg, inexperienced college 



graduates. These individuals have much enthusiasm and ambition 
but lack commitment and solid business knowledge. As a result, 
they require substantial training in order to perform their 
functions at an acceptable level. The training provided is 
generally a mix of short-term courses, study tours, and on-the- 
job training, which at best provides general familiarity with 
foreign investment and export markets. 

The problem is that operational personnel rarely stay with 
the organization long enough to move beyond this minimal level. 
Once they have a solid grounding in export-oriented business, 
they are in high demand in the private sector and are often bid 
away. The organization must begin again with a new crop of 
bright young faces. The expenditures for staff training are 
therefore a maintenance activity, not an investment in the 
organization8s future. Many of the organizations have thus made 
little progress toward establishing a strong personnel base below 
the management level. If funding were reduced, forcing lay-off8 
or salary cuts, what progress has been made would be lost almost 
immediately. 

Several of the institutions (notably CINDE) have 
experimented with performance-based salaries to reward staff for 
successful promotion activities and ancourage them to keep in 
touch with their clientele (bonuses are given for employment 
growth achieved even several years after the initial investment). 
Nonetheleos, these organizations continue to experience high 
turnover as staff move to the private, for-profit sector. 

Somewhat better progress has been made toward establishing 
institutional systems for data management, financial management, 
publications, and so on. Technical assistance has been valuable 
in establishing these systems, but the organizations do not 
generally have the institutional resources to modify or redesign 
these rystems if needs change in the future. 

Without funding, no activities can be sustained. The 
experience of the institutions studied indicates that A.I.D. has 
baan too ready to assume that fee income can easily be generated 
once the institutions have developed the ability to offer 
services and demonstrated their value. 

Each of the promotional organizations is only beginning to 
experiment with charging fees for its services, and none has yet 
demonstrated that it can recover the full direct cost of these 
activities, much less that it can generate a sufficient volume of 
service income and recover sufficient overhead to maintain its 



program8 at their current level. (Specific estimates of fees 
necessary to cover costs are presented later in this section.) 

Among the CBI region institutions studied, only JhCC charges 
for a substantial portion of it8 services. The others charge 
only minimal fee8 or no fear at all. Several institutions are in 
the early mtagem of implementing a fee schedule or are 
conmidering much a mcheme. 

Even JACC is far from full-coat pricing. Its program call8 
for phaming in chargem for it8 mervicem. In 1990 JACC will, in 
principle, charge mervice racipientm 80 percent of the coat of 
providing key rervicem. Am currently calculated by JACC, 
however, this cost includes only the direct coot of providing the 
mervice, not the overhead cost aooociated with keeping the 
organization in buminemm or the coat of providing mervices for 
which no fee can be levied (much as lobbying). Study team 
calculationm indicate that, at current staffing levelo and 
service volume, full coverage of the organization's budget from 
mervice fee8 would require rates more than three times higher 
than thome JACC is using as it8 baoe. 

IPC im also experimanting with various fund-raising 
mechanisms. It im intenmifying it8 effortm to attract other 
donor funding (from the European Community, for example) and im 
negotiating with free zone management firms to collect brokerage 
fear when they bring a new tenant to the zone. Theme effortm are 
beginning to be auccemmful. 

The rection on Chilean inmtitutiona paints a picture that is 
generally similar to that of the other i.nstitutions mtudied, with 
the important exception of Fundacidn Chile. Am discussed later, 
F'undacidn Chile chargeo the firms it establishem for services 
provided by the parent institution. The Fundacidn Chila model 
differs from that of tho other institutions otudied, and it is 
not clear whether that approach ham relevance to them. 

Activitiem differ in term8 of thair suitability for charging 
baas and gonarating revenue through other means. Figure E-1 
ruarrarizem the potantial for rovenua generation from each of five 
promotional activitias: general promotion of export8 by local 
finm, general promotion of foreign invamtment, policy lobbying, 
direct menticem to local firmr, and direct services to foreign 
invamtorm. 

Bamed on tho axporiance of the inmtitutionm mtudied, only 
policy lobbying and menticam to local firmr can bo judged to have 
a high potential to generate revenuam from nondonor mourcam. 
General promotion of invastment and direct mervicem to foreign 
exporter8 offarm potential for ganerating revenue. only if there 
im r mpacific local interemt group that mtandm to benefit 





diractly from such activitias, auch as private free zone 
managers. 

The axperianca of Chiloan export and investment promotion 
institutions im relevant to the question of tha long-tam 
mustainability of mentic. proviaion by their comparativa 
financial muccess. Chilaan inmtitutions with the most tightly 
focused rang8 of mervicas and the most direct involvement of the 
private mector appear to ba the moat financially viable in the 
long run. 

1. During 1989, Fundacidn Chila provided 65 percent of its 
operating coat8 through operating revenues, that im, 
direct sala of mervicom, products, and affiliated 
firms. Sale8 of servicom alone covered 56 percant of 
operating costa. In yaarm during which major sale8 of 
affiliatom are racorded, tho foundation run8 a 
conaidarable operating surplus (e.g., 298 parcant in 
1988). Altogether, including the malam of services and 
productm by tha affiliate8 themselvas, the foundation 
covar8 75 percent of total consolidated operating coats 
during normal years. A8 detailed in Annexem C and D, 
Fundacidn Chila im a privato foundation providing 
technical amsimtanca and tachnology transfor menticem 
to axportera both directly and through pilot projactm 
a8 newly creatad privata firms. Although its 
fundamental objective in axport promotion, the 
foundation limit8 its marvicom to tachnology transfer 
and tachnical amsirtanco. It owns an endowment of 
approximataly $50 million, providod originally by 
International Talaphone and Telegraph and tho 
Govarra.nt of Chilo. It8 bylaw8 roquire that more than 
one-half it8 board of diroctorm ba appointod by private 
mector firut tho ramaining mambarm ara appointad by 
the Govonment of Chile and may or may not ba from the 
private roctor. Pin8 receiving it8 marvices rat8 them 
highly, and that mubaidiariam mall well arguam for the 
muccerm of it8 tachnology tranmfer program#. 
Sustainability doe# not appear to be a problam. 

2. ProChile im tha Chilaan govarmont agoncy providing 
export promotion momticam most mimilar to tho80 of tho 
ASIr. It oparatom on a proportionataly mmallar budget 
than do it8 CBI-region counterparts, with re8poct to 
the mi20 of thair raspectiva axternal mectore ($5.2 
million during 1989), but doe8 not chargo a great deal 



for its aenticer .?  The agency offer. a narrower range 
of mervicas than do most ASIS, concentrating on 
promotion activitie8 abroad, including trade fair., 
direct contacts, and in:tormation provision. Sectoral 
committee8--indu8try-spcacific group8 of private mector 
representativem--are ito major domestic component, 
providing guidance to P~roChile officials concerning the 
direction and content of the promotion program. 
Neverthele88, private sctctor agencies cannot be 
directly controlled by the private sector influence 
over ProChile. Recipient8 of it8 senticerr rate the 
agency highly and generally report that they would be 
willing to pay for certain #entices, but it meem8 
likely that moat of ProChile's operating cost8 must 
necessarily be provided by the Government of Chile, as 
the aervicem have the character of public gaodo. 
Becauaa it8 budget is prqportionately smaller, however, 
and because it coubd charge for some servicem, its 
program might be considerad somewhat more mustainable 
than those of ASIs. 

Corfo i8 an older Govexnmmt of Chile agmncy chargad 
with many development-related task8 in addition to 
investment promotion. Consequently it8 program tends 
to be broad and vaguely defined, in contramt to the 
tightly focumed programs of Fundacidn Chile and 
ProChile. It recaives no private mector oparational or 
policy input and even meems to engender significant 
resentment among private invamtorm because of it8 role 
a8 atate holding company and therefore subsidized 
competitor to private f i m .  The menticor it provide. 
(provirion of credit, technical ammimtance, 
information, otc.) are not highly rated by the 
recipientm, and it seem8 likely that in no event could 
coot-recovering foes ba charged for these menticor. 
Although the agencyo. coats exceed it8 revenue. 
(including profit8 of corporate mubmidiaries) by 
approximately $150 million a year, tho financial 
atatemants do not ahow eithsr costa of or revanuoa from 
promotional menticas. It might bo concluded, howover, 
that the agency could nover be oven romotely self- 
auataining. 

'Pro~hile charges .mall fees for information and printing and 
expect8 exporters to ahare the costs of trade fair8 and 
promotional trips, but it d w s  not charge directly for its 
8ervice8, on the Fundacidn Chile model. 



In general, then, the auetainability of Chilean export and 
investment promotion institutions appears to be directly 
proportional to the degree of private sector involvement in their 
operations and the degree of focum of their marvice programs. 

Each type of organization faces special challenges in moving 
from dependence on A.1.D. to self-sustaining operation. The 
nature of these challenges is shaped by tho different relation- 
ohip each type of institution bear8 to potential funding sources, 
and by the different type8 of activities undertaken. 

Membership organizations confront a dilemma as they seek to 
grow toward independence. Thi8 dilemma is faced by all of the 
membership institution. mtudied but i8 best illustrated at JACC, 
which ha8 experienced very rapid growth in its membership base 
over the past three year.. 

Like many membership a88ociationo, JACC wa8 essentially an 
boy.' cluba in it8 early year.. It had fewer than 100 

memberm, and benefits were heavily concentrated within this 
group. Facing preosure from A.1.D. and its own needs to generate 
mora membership revenue, JACC dramatically increased its 
nembership, reaching 448 member8 by the end of 1989. A8 a result 
of thir rapid growth, it8 current technical capability and 
management aystemr ara no longer adequate to provide the full 
menu of rentices to thir much expanded membermhip. The challenge 
will be to expand technical capability and create new management 
syrtemr without rairing overhead cost8 above a lave1 acceptable 
to M e  members, while beginning to charge members for the full 
coat of aervicea provided. If member8 find M a t  menticem are not 
available on demand, am they were in the paat, they will drift 
away and rembermhip quota revenue8 will fall, a8 will the 
credibility of the organization. If, however, the cost of 
providing 8enticea ximar too quickly, the mame negative outcome 
will result. 

This task will be made more difficult by JACCou commitment 
to apublic gooda activitiem, such as lobbying. Public mentice 
activitiem, much a8 the aagribuminess encounterrw arranged to 
bring together JACC member8 and prominent figures from businem8 
and government, have given JACC a positive image and helped to 
attract member., but they a180 generate costs that must 
eventually be incorporated into membership dues and overhead 



charges applied to member servica fees. It is too early to judge 
whether JACC will be ablo to pull off this difficult balancing 
act. 

JACC may need to scale down some of these activities in the 
mhort run, even though they are beneficial to the organization8u 
image and well regarded by the membership, in order to 
concentrate on it8 bamic mervico menu and develop the internal 
management mystemu that will permit it to servo its greatly 
expanded membership. Activitiom that do not generate fees may 
havo to bo curtailed in tho mhort run in order to generate the 
mtrong foe-earning soxvico baa. that will onablo JACC to 
undortako these activities with its own fundm in the future. 1: 
A.I.D. is not content to 880 public good activities scaled back 
temporarily or possibly permanently, then the need for a 
continued source of outsido funding to underwrite these 
activities must be addressed. 

4.2 private 

Am in tho caso of momberchip organization., A.I.D. ha8 baen 
too hamty in assuming that it could.readily convert its program8 
to a for-feo bad.. Tho private ontitier face different problems 
than do the membership organizations, and in many ways their 
probloms are harder to molve. I 

Among the privato ontitieu mtudied, only the IPC ham begun 
to confront tho need to find it8 own mources of funding; 
Fundacidn Chile and CINDE have boen mpared thfm indignity by 
their endowments, and PROEmG ham beon assumed to havo a limited 
life mpan. 

IPCPm roarch for foe-based income illustrates the different 
dil-a facing much organizationm, particularly those targeted to 
offmhoro inveutorm, when they attempt to incroaro nondonor 
incomo. IPC ham throe potontial cliont group.: offrhoro 
invomtorm, local fin8 mooking oxport ammombly contract., and 
local firms maeking invomtorm (am joint vonturo partnorm or am 
fro. con. tonantr). Nono 00 tho80 groupm promimom to merve am a 
matiufactory client bar. capable of genorating tho revenue needed 
to curtain investment promotion activitiom at their currant 
lovol, am furthar dimcummod bolow. 

1. Offmhoro invomtorr are unlikely candidatom for feo- 
bamod mervicom. A docado of govermont and donor 
mupport for invomtmmt promotion ham firmly ortablimhed 
tho principle that offshore firms are not charged for 
the aumimtancs rocoivod before thoir decimion to 
invast. To attompt to chargo rubstantial faem for mito 



visit support or other services would not be consistent 
with the desire to promota the Dominican Republic as a 
friendly inveotment platform. When fees for service 
aro accepted (lagal amoistanca, for axanqle), IPC would 
hava difficulty ontaring the markat bacausa of lack of 
technical axperti80 and tho inappropriateness of A.I.D. 
funding for marvicer that competa directly with those 
of private mactor muppliorm, 

2 .  Frae zone managamant companiom offer moma potential for 
fee generation, tkrough brokeraga foam for locating new 
tenant.. The IPC im currently meeking to exploit this 
potential, but it carriam high rioks and uncertain 
rawardm. On tho one hand, IPC'8 raputation and 
umefulnesm depend on its being viewed as a neutral 
mourca of information, a mtatus that im jeopardized by 
accepting individual freo zones am clienta. On the 
other hand, tha ability of frea zone management 
companias to avoid paying brokerage feem, particularly 
for axtenmions or oxpamion8 of loaoem originally 
placed with IPC ammimtance, makes this lrource of income 
uncartain . 
Local contractorr, who often find it difficult to 
maintain oparationm at full capacity, offor porhapm tha 
momt promiming cliantala bamo, but on0 that would 
raquira X P C  to upgrada drastically tho mkillr bas. of 
its perronnal and altar tho mix of marvicar offarad. 
Local firma murvayad.gonorally indicatad a willingnesr 
to pay for ammimtance in obtaining contract. and 
appeared to place a highor valua on tho aamistanca 
racaivad from IPC than did tha foraign firmm. Unlike 
tho foraign firam, which genarally bring with them 
omtablimhod markatm ovormaam, and tha frao ton. 
managarm, moat of whom arm mophimticatad and well- 
capitalized antrapronaurm, many local firm8 do not havo 
tho capability to markot their marvicam affoctivoly, 
nor im thara an altornativo connnorcial mourca to which 
they can turn for marketing marvicam. Although IPC 
would face many of tho ram. difficultiam in dotarmining 
that foam war0 duo and collecting them am with 
brokeraga faom for the zonor, tho potential to develop 
a loyal local cliontolo claarly oximtm, Xt mhould ba 
omphamizad, howovor, that a mtratagy bamad on 
ardmtanco to local firmm would raquira IPC to 
ramtructura it8 m8rvico mix, dovolop a mtaff bamo with 
graatar tachnical mkill in production and malam to 
parmit it to deal affoctivaly with a cliontolo that im 
itmalf lacking in much ckillm, and para down it8 coot 
mtructuro to a lava1 conmimtent with tho lowar mcala of 



operation of its local clientele. These changes would 
be extremely difficult to achieve. 

The dilemma facing IPC, and other nonmembership groups, is 
how to balance the organization's need to generate fundm, which 
implies a concentration on specific services to specific clients, 
with the organization'm role as a general promotional 
institution. Tho valuo of.IPC to foreign invemtors and offshore 
firme seeking local contracting partners im that it serves as an 
impartial source of information about tho rimources available in . 
the country. If IPC has a brokerago arrangement with certain 
parks or certain contract assembly firms, its credibility as a 
rource of information is undermined. It im unrealistic to expect 
the organizaeion to continua providing information regardless of 
the existence of a brokerage arrangement, and it is equally 
unrealistic to expect brokerage clients to pay fees to IPC if 
they do so. 

Equally important, the preaeurs to generate fees will exert 
a steady and ultimately irrosiotible force in favor of promoting 
tho industries and parks that are least in need of promoting. 
Rather than focusing its offortm on the hard work of bringing 
the first foreign investor into a new sector, IPC will tend to 
pursue additional firm8 in established sectors in order to 
generate a volume of brokerago fees. It will tend to go after 
large foreign firms that are most likely to make a large 
investment, rather than tho medium-sized firms that most need the 
assistanco. These parts of the business are the most profitable, 
and therefore they are alro where private firm8 aro already most 
activo. An emphasis on foe generation therefore carriem the 
additional danger of pushing IPC (and other mimilar organization) 
into areas in which its mervices aro most likely to compete with 
those of existing private firms. 

Tho choice is therefore between mubsidizing the organization 
indefinitoly, thereby constraining it to focur on aroas in which 
faas are lower but social bonofitr higher, and encouraging it to 
becomo wholly reliant on foes, at tho cost of losing many of tho 
public good and externality benefits that motivated establishment 
of tho organization in tho firat placo. 

Fundm from other donors are only a partial molution to this 
dilemma. Liko A.1.D. itmelf, the other donors want to fund 
innovative program, not support an ongoing activity started by 
momeono 0180, Tho roarch for donor funding therefor. carries 
with it pressuro to fragment and restructure tho institutionOm 
program in order to attract new funding. Over time, thim 
prossure can lead to the dirmolution of the organizationom 
strategy and central program. 



4.3 Uajt Coats: m w  Hiah Would Fees Have To Go? 

All of the organizations studied undertake both direct 
rentice activities, for which fees can bo charged, and indirect 
mowice gctivitiem, for which fees cannot realistically be 
charged. Without outside funding, the latter activities would 
have to be funded from a mix of general revenues ouch as 
membership dues and overhead charged for direct servicem. 

All of the institution8 otudied are also relatively young or' 
havo only a few yearm of oxperienco in export and investment 
promotion, As a romult, all of the organizations must make 
mubstantial expenditures to build tho organization itself, to 
learn about the environment in which they are operating, and to 
start up new programm. 

Thim utatement applies to impermanent institutions ouch as 
PROEXAG as much am to existing or permanent organizations ouch as 
GEXPRONT and JACC. The nature of the learning required by 
PROEXAG im somewhat different, focusing on the local environment 
and business community, whereas established local institutions 
face a greater need to learn about international markets. New 
organizationo need to loam about both, and all organizations 
must addresm the need to develop management mystems, hire and 
train local mtaff, and 80 on. In other word., institution- 
building activitiem aro required, regardless of the naturo of tho 
institution or it8 planned permanence. Them activitiem would 
havo to bo included in tho organization8m overhead ratem if it 
wero to bo melf-sustaining from the otart. 

How high would fee. charged by these institution. on direct 
momticem havo to bo to recover thoir total costs? To answer thim 
question, the team collected coat and output level information 
for am many servicom as pormiblo. Tho result8 are mummarizod in 
Table E-2. 

Tho omtimatom include three comt componontm: 

1. Tho direct comt of providing the marvice (profemmional 
time, material., and 80 on). 

2. Proportional allocation of overhead and adminimtrative 
charge., which include not only the basic expense8 of 
running the organization, much am rent and 

'~irect monrico activitiem arm activities that benof it a mpecif ic 
firm, much am technical ammimtanco. Indirect mervice activities 
banefit the oxport mector gonerally, much am lobbying or adver- 
timing in U.S. trade journalm. 





administrative personnel, but the time of senior 
managero not spent on direct services and the time of 
professionals other than that accounted for by direct 
serviceo to specific firm8 (preparation time, internal 
management, downtime, and 80 on). 

3. Proportional allocation of expenditurem on indirect 
mervices much am advertiming in U.S. trade journal#, 
lobbying for policy and legal reforms, and other 
activities that do not fall into direct mervice costs, 
yet are clearly not overhead. 

The last two categories include all of the institution's 
costs not included in the firmt category. 

Theme estimates mumt be regarded am illustrative only, for 
meveral reasons. First, the team wam forced to uue somewhat 
different methodm for the various inmtitutionu, because it proved 
impommible to translate their budget8 into a mtrictly comparable 
format. Second, the team generally allocated overhead and 
indirect service comtm to each direct mervice activity based on 
the proportion of profeomional time devoted to each much 
activity, 8 method that ammumom that overhead im proportional to 
mtaff time, even if mome activities use non-utaff input. more 
intenmively than othen. Finally, the cost estimatem implicitiy 
assume that feem are the inmtitution8m only mource of income and, 
mpecifically, that indirect service8 (much am lobbying and 
general promotion through advertising) do not generate rovenuem 
for the organization, whether from feem, duem, grant8 from 
private mourcem, or donor contributions. 

Theme emtimatem may therefore be interpreted am emtimates of 
break-even fees given the current program design. They emtimate 
the level that fee8 would have to reach in order to recover the 
inrtitution#m total expenditurem, including expenme8 ammociatad 
with both direct and indirect mervicem. The estimatem would be 
mubmtantially lower if tho inmtitutionm were to reduce or 
oliminato indirect menticem. It im a180 likely that theme comtm 
will decline over time, after the investment period needed to 
emtablimh new inmtitutionm and program80 

Two conclumionm can bo drawn from theme figurem: 

1. Service8 that require intenme, cumtomized mtaff input 
(much am mite vimit mupporbor buyer contactm) are much 
more expenmive than thome that ume a mtandard package 
of amrirtance to merve a large number of firm8 (much am 
training and foreign market information). 

2. Break-even faem would have to be very high to carry out 
many direct mervicem on a full coat recovery bamim. It 



is unlikely that either local or foreign firmo would be 
willing to pay fee8 at this level. 

In other worda, these organizations must be able to generate 
income in addition to.their direct service activities in order to 
continue their indirect oervice programs and in order to continue 
providing intensive, cumtomizad mervice to mpecific firms. 

Thim is not to say that fee income should be ignored. On 
the contrary, reaaonable faam provide an important mechanism for 
rationing mcarce mtaff time to ensure that it is devoted to 
serious clients. But faem must be viewed am just one element of 
a mustainable financing package, not am an answer in and of 
themselves. 

The impracticality of relying wholly on fee income under- 
scores the need for A.I .D .  personnel designing trade and 
invomtment promotion programs to give more attention to the 
relationmhipm among the program of activities undertaken, the 
nature of the organization, and the funding packagcthat im 
conairtent with both. 

In the early years, it is vital to mtrike an appropriate 
balance between providing enough funds to get the program off to 
a good start and providing 80 much funding that it reduces the 
organization's incentive to develop mupport from other mourceo. 
The long-toma survival of the promotional organizations dapends 
to a large extent on their ability to define, develop, and 
sustain a clientele group. 

For membership organizationm, developing a clientele 
require8 educating the membership about the coat of the 
activities undertakon, to dovalop their willingness not only to 
pay reamonable fee8 and mmborship due8 but also to mupport the 
organization'm fund-raiming. Development of mound medium-term 
financial plan8 in cooporation with member leadarmhip rhould 
bogin am soon a8 the organization im emtablished and not wait for 
A.1.D. funds to begin to tapor off. 

For private entities, developing a clientele i8 more 
difficult but no 1088 important. Simply providing mervicem to 
firm8 (foreign or local) im not sufficient to develop a 
clientelo. The organization0. leaderrhip muat give careful 
attention to the definition of an appropriate clientele and to 
the meamures necesmary to mobilize and maintain the support of 
thim clientele. Such meamurem may include self-promotional 
activitiem to keep member8 of the clientole aware of the 



organization's contribution to their sector, development of an 
advisory board or other institution to represent the clientele, 
and services designed specifically to sustain the support of the 
clientele group. Like the membership organizations, the private 
entities should begin the difficult process of defining and 
developing outside funding sources from the very beginning, put 
together a medium-term financial plan that sets fund-raising 
targets, and demonstrate their ability to attract funding by 
meeting the targets in the plan. 

The experience of the institutions studied suggests several 
mechanisms that can be built into promotional programs to 
mupplement fee income and promote financial sustainability, as 
f ollows : 

Endowment. The endowment being created by USAID/Costa 
Rica provides the most direct means of filling the gap 
between the fund-generating capabilities of promotional 
organizations and the desired program ocale. Although 
the experience with endowments is limited, it would 
appear highly desirable not to fund the full financial 
requirements for any given organization, in order to 
preserve an incentive to develop and serve an 
identifiable clientele. Not every mission can generate 
the funds required for thim approach, of course. 

Tax earmarks. Activities for the public good can be 
supported by permanently allocating tax revenues 
through a mechanism ouch as a surcharge on the import 
tax that is earmarked for a promotional program (or an 
endowment to 8upport such programo). For axample, the 
association representing the free zone management 
compani.8 in the Dominican Republic (ADOZONA) i8 
currently working to establish ouch a 8ystem to fund 
promotional activities by the National Free Zone 
Council, the public regulatory body that oversees the 
zones. 

3. Finding a fee-generating activity. A.S.D. gave major 
impetu8 to the establimhment of JACC by incorporating 
the Agricultural Post-Harvest Inrpection System (APHIS; 
actually a U.S. government program) into JACC. 8.caume 
thim marvice i8 in high demand, it offer8 a good mource 
of revenue a8 well a8 giving a boost to JACC'8 image. 
Other activiti.8 that can be incorporated into the 
promotional program mpecifically to generate fee8 
include freight consolidation and preparation of 
brochures for export businesses (the latter used, but 
not fully exploited financially, by the IPC). In using 
this mechanimm, however, it is vital to carefully- 
analyze the profitability and support requirement8 of 



the service to ensure that it will generate a profit 
and not overly detract from the management of the 
public good and direct service activities. 

4. Planned phase-out. The moat straightforward approach 
to recognition that the promotional program is not 
melf-sustaining im to plan from the program8m 
initiation to mcale the program back after 5 to 10 
yearm. Thim approach im conmimtent with mituations in 
which there im a need to make a concerted drive to 
attract invemtorr or pumh potential exportarm into 
action, to take advantage of a recent loosening of 
policy (as in Honduras), or to get thing8 etarted (as 
in Belize). Thim approach does not necessarily require 
that a project-type institution be established; many 
amoociationm or local nonprofit organizations have 
operated a program that had to be curtailed or 
eliminated altogether when funding wam withdrawn. 

These mechanimms mhould receive more careful consideration 
than they have in the design of promotional programm to date. 
Pee income by itmelf is not an adequate basis for financial 
murtainability, and without a reliable mource for the fundm 
necessary to maintain the rtaff, the programs, and the 
institution itself, none of the other requirements for 
rustainability outlined above can be met. 

Six overall conclumionm regarding the mustainability of the 
promotional inotitutionm and programm emerge clearly from thim 
dimcummion. 

1. The A.1.D.-funded promotional programo mtudied are not 
mustainable at their current level without continued 
outride ammistance, for which donor fundm are the romt 
likely mource. 

2. Increamed comt recovery through faem and due8 ir highly 
demirable am a rean8 of rationing and financing 
mervicem for inmtitutionm with a mtrong need to develop 
and rampond to 8 rambermhip clientele, but in and of 
themmelvem faem will not be mufficient to mumtain the 
programm at the current level. 

3. The model moat likely to experience long-term viability 
im that of Fundacidn Chile, characterized by a large 



initial endowment, with significant private sector 
input and a narrowly focused range of services. 

4. The membership organizations are sustainable as 
institutions and could continuo many of the promotional 
programs receiving A.I.D. support, but at a lower level 
and with much greator emphasis on mtandardized, diffuse 
meryicea to their membership (and reduction or 
elimination of cumtomized services to a specific target 
clientele) . 

5.  Investment promotion programm, particularly those 
implemented by indapendent promotional organizations, 
are wholly dependent on A.1.D or other support, and 
offorts to make them completely reliant on fee income 
aro inconsimtent with their mandate and therefore 
counterproductive. 

6. Private mector input is vital to program effectivenema 
and direction, whether the institution im public or 
privato. For inmtitutions serving local oxportera and 
investorm, mumtainability im enhanced by defining a 
mpecific private mector clientele and devoloping a 
mechanism, much am ProChiletm or GEXPRONT'm sector 
committees, that involves that clientelo.directly in 
program design. 

Tho implications of thore conclusions for Ao1.D. programming 
in trade and investmont promotion are addressed in Annex G. 



ANNEX F 

1.1 gverview of Ce-al I s w m ~ n v e s + ? r n t  
Promotion 

Since 1986 A.I.D. ha8 invelited more than $20 million in three 
investment and export promotion programm: Investment Promotion 
Council ($6 million), CINDE/PIE ($13 million), and PROEXAG/ 
Guatemala ($3 million). Previous evaluation8 have identified 
these project8 as some of the more successful in the LAC Private 
Sector portfolio. Skeptic8 maintain that these large outlay8 
have not generated positive returns. This annex provides to 
provide some indicators of muccess. 

The economic return generated by A.I.De88 investment i8 
central to any decision on A.I.D. programming. Whatever the 
mector under review, A.I.De8m mcarce resource8 must be directed 
to usem that offer the highemt economic return, unlem8 a lower 
return can be ju8tifi.d by equity orother considerations. The 
central immue raimed by A.1.D.--investment in trade and 
investment promotion institution8 im thum not rpecific to this 
mector; it may be mtated am followo: 

-- Do these program8 generate economic benefits rufficient 
to justify A.I.Da0r invemtment? 

Tha answer appear. to be yes. The major finding of thim 
analymim is that A.I.D. ham received a matisfactory rate of 
return from its invemtmentm. All three programs generated rates 
of return of around 25 percent. The two invemtment promotion 
program--1PC and CINDE/PIE--generated between $5 and $8 of 
exportm for awry program dollar expended. In the came of 
PROEXAG in Guatunala, about $1 in new exportm have been generated 
for every program dollar expended. 

Thim mtudy attempt8 to addremm the preceding question by 
analyzing the rate of return associated with A.I.D,'r invemtment 
in the seven promotional inmtitutionm mtudied in depth in order 
to anawer the following questionm: 

1. What is the economic rate of return on A.I.D.'s 
investment in promotional inmtitutions? 



2. Do the promotional institutions have a substantial 
impact on export and employment performance? 

Theso two questions are not as closely related as they might 
appear at first glance. Although programs with a high rate of 
return by definition havo a positive impact on the economy, it 
doem not necesmarily follow that thoir impact is mignificant. A 
program with a high rate of return may nonetheless have a 
marginal impact on national performance simply because its 
benofit lovol is trivial whon compared with national export 
growth, employment roquiromonts, and invemtmontm. Conversely, a 
vary largo program funded ontirely by donor fundm available 
exclusively for that program could well have a low or negative 
rate of return but nonetheless might exert substantial influence 
on national performance. 

Achievement of the U.S. Government's CBI objectives requires 
that A.I.D.@m programs havo a substantial impact at the national 
level aa wall am that they provide an acceptable rate of return. 

Thim analymim draws primarily on cost-benefit techniques to 
measure tho economic return on tho funds invested in three of the 
promotional institutions studied (CINDE/PIE, IPC, and PROEXAGOs 
program in Guatemala). Tho analysim wam limited to these three 
because the other institutions did not havo rrufficiontly dotailed 
noasurea of impact, in tho form of a list of specific invortmentm 
or oxportm attributable to their ammimtanco. 

Tho comt-bonofit analymim usem tho methodology daveloped in 
"Export Procomming Zonomw (Warr 1989), which moamurem benofitm in 
tonam of tho differonce botween value-added in financial terms 
and valuo-addod in oconomic term8 (mhadow-pricing labor, othor 
domomtic inputs and menticom, and foroign oxchango). For roaoonm 
dimcumsad further in the coat-bonofit analymis roction, tho 
bonofitm urod for thim analymim woro limitod to an omtimato of 
tho value of additional omploymont croatod. 

Tho cost-bonofit analymim i8 mupplomontod by a dimcumsion of 
coat-offoctivonoms moamuram to anmwor tho second quomtion above 
by placing tho invomtment in promotional institutions in tho 
contoxt of it8 impact on oxportm and growth at tho national 
lovol . 

Tho following mectionm demcribe tho methodology and findings. 
Soction 2 promanta tho methodology and assumptions used for 
attributing bonofitm to tho program.. Section 3 summarizom the 





Aside from theom benefits, there are additional benefits that 
can be estimated, including new investment and net foreign 
exchange. Only CINDE/PIE provides estimates for each of these 
areas. For the period 1986-89, CINDE/PIE estimates the total 
level of new foreign investment at slightly more than US$ 100 
million. The net foreign exchange generated is estimated at 
about US$ 230 million. 

These benefit claims can be adjusted according to data 
collected from our survays. Both CINDE/PIE and IPC present 
employment generation data by firm. These figures can be 
compared with the actual. firm employment data collacted from the 
8urvey of assisted firma. The data from PROEXAG do not lend 
themselves to comparison. PROEXAG lists export sales by 8pecific 
companies, exclusively on a mdealm basis. In contrast, our 
murvey asked firms to lflot the total exports for all their crops. 

The employment data from the survey suggest that CINDE/PIE has 
been consewative in its estimates of employment generation, 
whereas IPC has been slightly optimistic. CINDE/PIE estimates 
of employment generation for foreign investments and local 
contractor8 are on average about 70 percent and 40 percent, 
respectively, of the actual level8 compilsd from the survey. IPC 
emtimates appear to be overstated by about 33 percent. Table F-2 
mhows the difference between the murvey and institutional claimm: 

Tabla F-2, Com~ariaon Between Survev and Institutional Claims 

Actual Percent Actual 
Jobs Survey Above/Below 

Institution claimeda Results Claimed 

CINDE/PIE 
Foreign 4,627 6,515 +40.8 
Local 962 2,385 +147.9 

IPC 4,718 3,117 -34.0 

aThe8e are job@ claimed by the institution8 for firm that were 
included in the survey. 
Source: Survey results, monitoring report8 from CINDE/PIE and 
IPC. 

The murvey data are generally considered to be more accurate 
and current than the data reported by the institutions. In rome 
camem, the employment figures provided by the institutions are 
theme estimated by the firms at the start-up date of the 
inve8tment. Thi8 is particularly the case with IPC where there 
i8 very little followup on job generation. CINDE/PIE ha8 a post- 



investment monitoring system, but it dolas not always have current 
information on all the firms considered assisted. 

Given the data collection constraints on the institutions, it 
is quite possiblo that the original ootimatee provided by the 
firms (and not monitorad by the institution) are below current 
lavels. In the c a m  of CINDE/PIE, it im also possible that the 
institution purposefully orrod on tho low side in it8 job 
generation estimates. Such consorvatism protects tho institution 
from accusations of inflating its accomplishments. This im 
particularly important becauso tho job generation estimates axe 
urod for providing bonuoas to overseas marketarm. 

Assuming that tho murvey aamplo 1s representative of the total 
assisted groups, the employment generation that can ba attributed 
to CINDE/PIE and IPC is lioted in Tabla F-3 below: 

Table F-3. Adjustment of Total Job8 Generated 
Tatal No. Survey 
Job8 Ad j uetment Total 

Xnstitution Claimed Porcontage Jobs 
CINDE/PIE 

Foreign invootment 12,083 +41 17,010 
Local contractor8 3,493 +I48 8,659 
Total 25,669 

IPC 20,868~ -34 13 ,'I73 

a IPC did not havo omploymmnt figuns for a11 firms that thoy 
ammistad. Imputod figuros wore used fox: missing employment data. 
The imputod figures war. dorivod from averages for all the other 
arsimted firm8 in that moctor. 
bourco: Consultant murveyt CINDE/PIE and IPC quarterly roports. 

Tho hnefftm claimad at the firr lovol diffor from those that 
actually roprosent a not gain to a country. Tho methodology 
dovolopod by Warr (1989) (and includad in tho coat-benofit 
analysis CINDE/PIE in Comta Rica) meamuram benefit8 in term8 of 
the difforenco botwomn valuo-addod in financial term8 and valuo- 
addad in oconomic tons (mhadow-pricing labor, other domomtic 
inputs and sarvicos, and foroign oxchange (Corralom 1990). 

Am dimcu88od in tho noxt moction tho bonafitm used for tho 
analymir of investment promotion bonofitr primarily are limitod 
to an estimate of tho valuo of additional omployment creatod. 



In investment premotion programs, the principal benefit to a 
country i8 the new employment generated. Specifically, it is the 
difference between the market value and the economic value of 
labor. Labor generally account8 for a large percentage of the 
total vclue-added, ranging from 30 percent to 8 0  percent of total 
value added. A detailad atudy by Jorge Corrales in Costa Rica 
indicatar that thara are two type8 of benefit aquationa 
amrociatad with invamtmant promotion program: 

Frea Trade Zona Firmu: 

Net Benefit - [L*W + D*PD + E*PE + I + T + 0 + U] - [L*W1 
+ D*PD + E*PE + TI  + 01 * [SCF] 

Non-Bum Trade Zona Firms: 

Net Benefit - [x-HI - [L*w& + D*PD + E*PE + TI + R +  01 

Total axports (FOB) 
Total import8 (CIF) 
Numbar of job8 genaratad 
Avarage wage 
Avoraga ahadow wag. rat. 
Volume of doramtic primary mataria18 
Price of domestic primary matorials 
Voluma of consumad alactricity 
'Prica of alactricity 
Amortization and intarart from domestic loan8 
Social mocurity taxem paid on labor 
Building rant 
Social sacurity taxem that would have been paid oven 
without new invartmant 
Othar payment8 for domartic morvicaa 
Dimtributad utilitiam 
Standard convermion factor (aqua18 1 dividad by tha 
official exchanga rata/markat exchange rate) 

Thore aquation. rapramont tho not benofit to mociety. Bocauma 
of data limitation., tha net benefit includad in thim analymia 
focurer oxclumively on labor banafitr (including taxam and 8ocial 
8acurity paid). Tha 8urv.y did not a8k for detailad ramponma8 
for aach of tha above oparating cort and revanua itam8 on an 
annual ba8i8. Tima and rasourca conrtraintr limitad tha murvey 
to quartion8 ragarding job8 ganaratad, ovarall lave1 of axport 
8al.8 for 1986 and 1989 and ovarall parcentage of costs that were 
importad. 
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1. 

2 ,  

'3 , 

Potential benefits that have been excluded from this analysis 

Benefits from use of domestic materials and services. 
It ir assumed that in Costa Rica, the Dominican 
Republic, and Guatemala domestic services and materials 
would be used by other firms regardless of whether the 
new investment took place. This indicates a shadow 
price of 100 percent on materials, services, and 
electricity . 
Profit gained from non-free trade zone investments. As 
shown in the Corrales equation, the profits of a non- 
free trade zone firm are a potential benefit (as well 
as coot, if the firm loees money), This benefit stream 
is applicable to Costa Rica, where many investments 
take place through export contracts and temporary 
admissions. This is not included bacause of the lack 
of detailed information on estimated profit. Tha 
survey did not ask non-free trade zone investors for 
their profit margin or estimated costs as a percentage 
of total sales. 

Banefits from foreign exchange convarsions. Many firms 
axchange dollars at official exchange rates that are 
often overvalued. The difference between the official 
axchange rate and th* true valua of foreign exchange is 
a bensfit to that country. This foreign exchange 
benefit can ba applied to any domestic purchases of 
labor, materials or servicas that require an exchange 
of dollars for local currency, 

This benefit has not h e n  included in this analysis for 
the following reasons. First, all tho costs claimed by 
the firms intarviewed in our survey are given in 
dollars, Wa are not certain whether these figures are 
quoted at official exchanga rates or black market 
ratar. If thay are mtated at the latter price and wa 
mubsaquently apply a shadow price for foreign exchange, 
we will be wdouble countinga the banefit. Second, it 
is uncertain to what extent fins have had to convart 
dollars, Soma fins, particularly those outside the 
free trada zones, are able to sell 6ome of their goods 
in local rarkats. The revenue from these sales could 
be urad for purchasing local labor, matarials, and 
mervices . 

The principal benefit included in the cost-benafit analysis is 
thus the additional employment generatad, measured by the total 
labor bill discounted to reflect the true incremental gain to the 
country. A. shown in Table ?-10, tho shadow rate used for labor 



in Costa Rica is estimated at 90 percent (in other words, 10 
percent of the wage bill is considered a benefit to the country). 
This is comparable with the rate used in the Corrales report. 
This high discount rate reflects the relatively low level of 
unemployment. Official mtatimtics estimated unempioynent at 
between 4 and 7 percent during the period 1986-89. This figure 
does not include underemployment, which could be as high as 15 
percent by mome estimates. 

In tho Dominican Republic the official level qf unemployment 
ham been much higher, between 20 and 25 percent. This confirms 
tho perception that there ia a greater ourplum of labor in the 
Dominican Republic than in Comta Rica, Consequently, the mhadow 
wage rat. used in thim anaiymim im lower by about 7.5 percent, or 
an estimatod 82.5 percent. 

The average wage bill for the Dominican Republic is also less 
than that for Costa Rica. The estimated annual wage bill in the 
Dominican Republic is about $2,200 ($7/day fully loaded) compared 
with $2,800 in Costa Rica ($8.80/day fully loaded). This wage 
bill reflects the wages paid plus other benefit.. 

Evidonco from tho 8urvoy muggestm that' most firms take on0 or 
more yearm to roach their current labor base (i.~., the 1989 base 

. moamured in tho murvoy). For oxample, the rmployment base of 
manufacturing firm8 in 1986 ia 50 percent of tho omployment bas. 
reported in 1989-90. Wo h a w  assumed even more conservative 
growth ratem, beginning with 25 percent of the labor baa. 
roported in 1989-90. Ovor a 4-year period, tho labor benofits 
are phaood in am followm: 25 percent of the labor benefit8 in 
yoar-1, 50 porcent in year 2, 75 percent in year 3, 
porcont in year 4. 

-- 

b n t r o  do Promoci6n do Exportaciones 0 Invoruionom 

2~ommarcial Attach&, Dominican Republic Embaamy. 

and 100 

(Comta Rica) . 

'~ho calculation of mhadow ratom i8 dorivad primarily from the 
omtimated unomployment ratom for each country. A vary dotailod 
analymbm would oxamino tho output forgono in one mector am a result 
of omploymont by tho ammimtod firm. Ideally, thi6 would be 
calculated by moctot (mag. informal, agricultural, toxtilem, otc.). 
Duo to timo and romourco conmtraintm, howovor, our calculation im 
barad on tho national unamploymant rator. 

'~t im not pomaiblo to umo actual annual omployment data from tho 
rurvoy, minco tho murvoy only ask8 about omployment lev018 in 1986 
and 1989. 



The country benefits accrued from an agricultural export 
promotion program are similar to those estimated for non-free 
trade zone manufacturing firms. The benefit equation io 

Net Benefit- [X-HI-[L*Wl + D+PD + E+PE + T1 + R + 01 * [SCF] 
X - Total exports (FOB) 
M - Total imports (CIP) 
L - Number of jobs generatad 
W - Average salary 
W1 - Average shadow priced salary 
D - Volume of domestic primary materials 
PD - Price of domestic primary materials 
E - Volume of consumed electricity 
PE = Price of electricity 
T - Social security taxes paid on labor 
R - Land rant (see note below) 
TI - Social security taxea that would have been paid even 

without new investment 
0 = Other payments for domentic services 
SCF = Standard conversion factor (Equals 1 divided by the 

Official Exchange Rate/Harket Exchange Rate) 

Note: There is no astimatad shadow price for land. When the 
financial cost of land rontal represents 20 percent or less of 
total operating cooto, we assume that the economic cost is 
equal to the financial cost. This is conmistant with 
guidelines used by other development agencies. 

Similar to the investment promotion 'programs, the foreign 
exchange shadow rate is assumed to be 100 percent (hence, the 
standard converoion factor is aroumed to be 1). In Guatemala, 
whera the benefits of the PROEXAG program are included in the 
survey, the assumed shadow wag. rate for labor is 70 percent. 
This is lower than the rater for Comta Rica and Dominican 
Republic because tha unemployment rate in Guatemala is estimated 
at ktweeg 30 and 40 prcmnt, nearly twica that of the Dominican 
Republic . 

A crucial queotion neads to be anowered in cost-benefit 
analyses: Would this benefit have occurred without the 
invomtment? That is, what percentage of the claimed benefits can 
ba attributed to tha program? 

%onercial Attach4, Guatemalan Embassy. 



Our survey of 150 firms in threa countries included several 
questions that asked firms to rank and quantify the extent to 
which a program was responsible for increasing exports. The 
answers to these questions provide some insight for defining 
attribution. 

Two questions in the ourvay can be used to measure 
attribution: 

-. Question E3: Basad on a total of 100 points, how would 
you divide up credit for making your investment or 
axports go forward? 

.- Question El: What rola did the institution play in 
your decision to invest in Costa Rica, to begin 
axporting, or to axpand your export operation? 

In this analysis the principal indicator used for measuring 
attribution i8 Question E4. An institution or program is 
considered to havo had some impact (and therefore considered 
attributable to a firm0. success) if its services were rated as 

usefulw or wcritical.w 

Based on responses to question E4, an overall attribution 
percentago was calculatad for oach institution: 

Attribution 8 = x/y 

X = Numbar of arsimted firm. that claimed tho institution 
playad a Wary usefulw or wcriticalw role and 

Y = Total number of assisted firmo. 

Tho ovorall laval of attribution for each institution is given 
in Tabla F-4. 

Inmtitution Parcantacre 

CINDE/PIE 
Foraign invastor8 72.7 
Local contractors 0 

IPC 
Foreign invastor8 3 1.3 
Inca1 contractor. 20.0 

PROEXAG 55.6 

Sourca: Consultant survoy. 



If the responses to Question E3 were to be used as the measure 
of attribution, the overall attribution rate would be lower. 
When asked, How would you divide up credit for making your 
investment or exports go forward?, most finnu assigned 40 points 
or less to eho A.1.D.-assisted institutions. The average points 
assigned to oach institution were as follows: CINDE/PIE, 25 
points; IPC, 20 points; and PROEXAG, 15 points. 

The allocation of point8 in Question E3 did not always 
coincide with tho answers to Question E4. For example, many 
firms that claimed an institution played a ncriticaln role 
(Question El) assigned only 20 points of credit to the 
institution for making their investment or export go forward 
(Question E3). Others that said the institution was nvery 
usefuln allocated up to 40 points of credit. 

In general, the level of attribution as defined by tho 
allocation of points in Question E3 is lower than the attribution 
porcontago derived from the Question E4 responses. This is 
bocause Question E3 asks firms to allocate points to all sources 
of assistance, including the firm8s internal resources. When 
assigning points, most firms cited themselves as the most 
important rooource for making exports happen. This is logical. 
Without tho technical, financial, and business skills in a 
company, no investment or export can take placo. In this 
context, it was difficult for any institution, no matter how 
critical a role it played, to garner mom than 30 to 40 points. 

Our definition of attribution attempts to measuro whothor an 
institution played a significant rolo--not necessarily tho 
primary role. Quostion E4 askod firms to decido if an inmtitution 
had any significant impact on their operationm. Tho response8 
allowod for a clear grouping and definition of attribution. If 
they anmworod yo8 (by answering Wery importantn or ncriticalw), 
wo considerod that to bo sufficiont for attributing tho firm to 
the institution. Our analysis did not try to distinguish between 
f i m  that claimed high impact (ncriticala) and those that 
claimad mom. impact (Wary usofuln). Impact, of any mort, was 
considorod rufficiont to claim attribution. 

Tabla P-5 prosonts tho mummary assumptions used for 
calculating tho ovorall lev01 of benefit8 attributed to oach 
program. As shown in tho tablo, tho maximum annual benefit8 
dorivod from institutional claims ranges from IPC8s $8.0 million 



per year to CINDE/PIEOs $4.4 million and PROEXAGOs $1.5 million. 6 

The most significant adjustments are made for CINDE/PIE. 
Survey result8 indicate that the employment benefito are 41 
percent and 148 percent above the claims made for foreign 
investors and local contractors, respectively, by CINDE/PIE in 
it8 quarterly monitoring report. These employment adjustments 
increase the annual level of benefit. to $7.2 million. The 
employment adjustment for IPC resulted in a decrease from $8.0 
million in benefits down to $5.3 million. This is because its 
employment claims are about one-third more than the result8 found' 
in the rurvey. 

Table F-5 
Economic Benefit Calculations 

(thousands of USS) 

(A) (8) (0 
Max. Ann. Net Maximum 
Benefi$ Adjustment Attribution Annual Benefit 
Stream Percentage Percentage CA B Q 

ClNDVPlE 
Foreign investors 3,382.7 140.8 72.7 3,462.6 
Local contractors 978.0 247.9 0.0 
Average total 4,360.7 54.0 

0.0 
3,462.6 

IPC 
Foreign investors 6,830.7 66.0 31.3 1,411.1 
Local contractors uQu 66.0 20.0 
Average total 8,034.6 28.6 

158.9 
1,570.0 . 

PROUUG 1,455.8 na 55.6 809.4 
Ann4 bedit  h ulculated wln8 the lnstitutbnrl benefit daims, multiplied by shadow discount nt#. 
The adjustment paan(*. k the unount by whkh the survey estimates d job 8nnration exceed a understate 
Ute institutional drims. 
Thk k derived lm Question €4 in the sunmy, whkh ask& 'What role did the kllowlng Institutions play In 
your dachion b hest  iri the country, to b i n  exportin& or lo expand your atpon operations?' All firms that 
drimed soma lmprcedrat h 'very useful' or 'critkJ8-were counted as attributable ro the program. 

The final adjumtment made to the benefit rtrearn i. for the 
. overall attribution that can be credited to a program. In all 

three program., the level of benefit. ir reduced. CINDE/PIE and 
PROEXAG had total reductions of about 50 percent, wheream IPC had 
a reduction of about 75 percent. The net benefit stream after 

'Them estimates include only the net benefit to the country after 
applying shadow wage rate.. 



attribution adjustment. amounts to $3.5 million dollars for 
CINDE/PIE, $1.6 million for IPC and $0.8 million for PROEXAG, 
These estimates are in current terms. When deflated to 1986 
dollarm, tho net benefit otreaia is as follow8: CINDE/PIE, $3.3 
million; IPC, $1.35 million; and PROEXAG, $0.7 million, 

3. COST - -IT F- 

All three programs generated benefite that justify A.I.DmOs 
more than $20 million in investments. As shown in Tables F-10, 
F-11, and F-12, presented at the end of this aniiex, the astimated 
rat88 of return for each program are ao follows: CINDE/PIE, 23.2 
percent; IPC, 24.0 percent; and PROEXAG, 26.6 percent. 

Tho lovol of benefits variom with each program. The maximum 
lovol of benefito (stated in 1986 dollars) achieved in CINDE/PIE 
i8 about $3.3 million beginning in 1992, compared with tho $1.3 
benofit flow achieved by the IPC program. The lowest level of 
banofitm i8 in the PROEXAG program, which will reach $0.7 million 
in 1990. 

Thoma ratem of raturn indicate that aach program appear8 
8uit.d for tho country anvironment in which it operatom. The 
bamt oxamplo of thie i8 moon when comparing CINDE/PIE and IPC. 
Tha CINDE/PIE program cost8 more than twico tho IPC program 
primarily a8 tho result of the staffing of mix overmaam officos. 
Thara invo8tment8 hava always been assumed to be necesoary in 
ordor to bettor advertise Costa Rica (tho Dominican Republic im 
battar known among foroign investor8 and tharafore doom not have 
to 8taff am many ovar8oas officoo). Thoma ovaroeam oxponditures 
appoar jurtified becaura the overall laval of attribution (and 
honca tha lovol of banofits) associated with CINDE/PIE firm8 is 
higher. 

In tha cam. of CINDE/PIE, tho rat. of roturn mupporta tho 
finding8 from a rate of raturn analymim cornplatad by Jorgo 
Corralas, in which ha oatimatod a rat. of raturn of 16 parcont. 
Both mtudiam omtimato tho mame laval of bonafitm. Tho major 
diffaronco betwoon tha two mtudiar liom in tha amtimated atart-up 
coat8 of CINDE/PIE and the phaming in of banofit8 during tho 
firat four yoarm. 

Tho Corraler report astimatem that CINDE/PIE oxpendad about 
$4.3 million in 1986 compared with our ostimate of about $2.8 
million. Thi8 difference i8 primarily because the Corral08 
raport racaivod amtimatad cost8 from CINDE/Contral (tho principal 



administrative body), whereas we received our costs directly from 
CINDE/PIE. It is possible that (a) CINDE/Central allocated more 
overhead to CINDE/PIE (although $1.5 million more seems 
improbable), or (b) cost8 from previous yearm' operations were 
includod in tho CINDE/Central ostimatem. 

Our benefit flow analyris indicate. a positive net foreign 
oxchange benefit flow in 1986, wheream the Corrales report does 
not register a pooitive flow until 1990. The Corrales report is 
baaed on more complote data and may be more precise in it8 
benefit flow calculations. Itm murvey of companies measured cash 
flows by yoar, whereas our mtudy only provided aggregated value- 
added aotimates for 1989. Tho Corrales report was better able to 
dimtinguish between free trado zono benefits (those in which the 
primary benefit is from employment) and non-free trade zone 
bonefits (see equation8 in Section 1.2.1). Thi8 latter group of 
companies may well have registered losses during the first 2 of 
years of operation, which our analysis does not assume. 

Sonmitivity analysim indicatem that the rates of return8 are 
still mignificantly pooitivo, dompito downward adjustment8 in the 
bonofit mtreamo. As mhown in Table F-6, all the programs, with 
tho exception of CINDE/PIE in on0 instance, register rates of 
roturn higher than 15 percent after tho following adjustments: 
(1) attribution percent is reduced by 25 percent (of the original 
parcentago); (2) benefits aro delayod by 1 year; (3) labor shadow 
wage rat. $8 increamed by 5 percent: and (4) unadjusted job 
gonoration oetimates providod by institutions are used. The 
affocts of theso adjumtmentm on rate8 of roturn are givon in 
Tablo F-6. 

CINDE/PIE im moat sonmitivo to an upward adjustment of tho 
labor shadow wag. rate. Am rontioned in Soction 2.2.1, tho 
asmumod shadow wag. rate for labor in Coeta Rica is 90 percant. 
If thim im incroa8.d to 95 porcant, tho rate of roturn drop8 to 
9.6 porcont. Such an incroaso may bo possible in tho future, 
particularly rinco tho labor market in Coots Rica ham recontly 
mhown mom. mignm of hoating up (imam, near to roaching full 
omploymont). For tho poriod 1986-89, however, it would probably 
bo overly posrimimtic to ammum0 much a high rate. 

Tho dolay in bonofitm a180 appoarm unlikely given our already 
con8orvativo omtimatom for phaming in benefitm. Our armumption 
for growth parcentago8 for employment generation are noarly one- 
half tho omployment data remults collected from the murvey. 



Table P-6. Rate of Return and Sensitivity Analysis (percent) 
CINDE/PIE IPC PROEXAG 

Barreline 8conarioa 23.2 24.0 26.6 
Reduce attribution 
by 25 porcent 16.8 L7 . 3 18 7 

Delay benof it8 
by on. yoar 18.9 19.1 21.1 

Xncreaae labor 
mhadow rate by 
5 percent 9 6 16.3 25.8 

Unad jumted job 
generation 15.7 37.0 na - 

Note: na = not applicable. 
a Bamelino mcenario as8mes that tho attribution percentago is 
ogual to the percentage of assisted firms that claim tho 
inmtitution had some impact on exports (Question E4 from suntey). 
Source: Consultant murvey; institutional benefit astimatem. 

Tho momt important area of dimputo is attribution. Section 
2.3 derrcribem tho methodology used for defining attribution, but 
theso are only estimates. There is no preciso method for 
dofining when a firm is in an inatitution8r promotional net. 

Thim uncertainty lead8 to tho quemtiono: What if?" Some of 
tho more common awhat ifn mconarioa focur on redofining 
attribution by 

1. Tho answer8 to Que8tion E3, which amkod firm8 to . 
allocato crodit bamod on 100 point8 for making their 
invostmont or export go forward: 

2. Heamuring only tho80 firm8 that claimed tho inmtitution 
pXayod a wcriticala role (and excluding all tho80 that 
anmwarod importantw in Quertion E l ) ;  

3.  Using tha difference in growth rates between tho 
aamimtad firm8 and the unammirted firnu in the aurvoy 
a8 a proxy indicator of attribution. 

Tablo F-7 8ummarizom tho offoct that a roducod attribution 
rate would havo on oach program8. rate of roturn. 



Table F-7. Adjusted Attribution Rates 

Rate of Return (8) 

Attribution CINDE/ 
pare- VTR TPCI 

a~ate of return for attribution am defined by the difference in 
arowth rate8 between assisted and unamsisted firms. 
Rate of return for level of attribution umed in baseline 
nalymi8 (Question E4). 4t ate of return for level of attribution derived from Question 
3. 

'Rate of return for attribution am defined by percent of firms 
that claimed an institution played a %riticalW role. 
Source: Conmultant murvey. 

Even if the attribution ratem are reduced, the rates of 
return mtill remain positive. The cutoff point at which each 
program'@ rate of return drop8 below 15 percent im around 40 
parcent attribution for CINDEPPIE and PROEXAG and 20 percent for 
IPC. 

All the programs register rate8 of return above 15 percent 
for at leamt two out of the four attribution definition. 
prorented above. The ratem of return for all threo program8 drop 
below 10 porcent when only thomo firms that considered the 
institution wcriticalw are included. Finally, when attribution 
ir defined by Quaation E3 in the murvey, the only program that 
doam not drop below a 10 perccrnt rate of return ir IPC. 

The prseeding ren8itivity analymim demonatratem the impact 
that differmt attribution rates can have on ratem of return. 
Uuch o f  theme downward adjumtmentm, however, could be offmet by 
bonefitm not included in the analymim. 



There are several axterncnl but nonquantified benefits that 
are associated with these programs. Some prominent potential 
benefits include 

Futuro Expansion. None of the investment promotion 
analyues takes into consideration potential benefits 
resulting from the expansion of a firm's operations. 
All labor benefits are assumed to reach and never 
murpass the levels claimed in 1990; 

P'uture Investments. Thim analyaiu does not capture the 
benefit8 that rasult from the *bandwagonw effect. 
Often, foreign :firms look to invest in a country after 
finding out that competitor firms have invested 
overseas. Our a.nalysis does not include any additional 
inveotments that result from the country developing a 
reputation (am a result initial investments), which in 
turn attracts additional investors. 

Future Crop DevePcpment. Tho PROEXAG project includes 
a production department that tasts and introduces new 
varieties that: have export potential. These test crops 
can taka up to several years before they result in 
exports. Although the investment costs of theme 
activitiam are included in tho cost-benefit analysis, 
none of the potential benefits is included in the 
analysim. 

Improved Buuiness Environmeik. Moat of the institutions 
perform functions that help to remove inefficiencieo in 
the macroeconomic environment. For example, both CINDE 
and IPC organizationo have an activo lobbying arm. 
The80 lobbying offorts can play a role in persuading 
government officials to remove barrier8 to investment 
and oxport. Because it ir difficult to quantify 
attribution Zor policy roform, however, tho benefits 
from theso effort8 are not included in the analymia. 
Along the r a m  linor, the banofits from training 
programs are also excluded. 

EMsidor tho above oxtornalitios, there aro other Benefits 
that havo not boon included. One of the most rignificant aro the 
bonefitr rorulting from a gap between the official foreign 
exchange rate and markat rates. This foreign exchange benofit 
most probably exiatod in all the countries rurveyed but was not 
included bocauro aurvey data did not allow for axact estimates. 
On average, the official oxchango rates in Coetm Rica, the 
Dominican Republic, and Guatemala woro ovorvalumd (as jcdged 
against black market ratam) by 5 to 10 percent. If this benefit 
wore included in tho analysis (assuming a 95 percent rhadow price 
on foreign exchange), the ratem of return for the IPC and 



CINDE/PIE program would increase to ?I1 percent and 37 peraent, 
reapectively. Thir ir because of the larga percentage of foreign 
axchangrs that must be converted into local currency for wager. 
In the agricultural rector, the foreign exchange benefit would be 
much leem. For axample, the rat. of return for the PROEXAG 
program only increaoes by about 3 percentage point8 to about 30 
parcant. 

Anothor potential benefit not included is tho value-added 
resulting from the purchaoe of elomerrtic materials and services. 
Government8 typically ancourago froo-trade zone firm8 to u8a 
local materials and rervicar (packaging materials, electricity, 
otc.). Prorumably, this ancouragement results from the belief 
that the price8 paid by foreign fimr exceed the marginal oocial 
costs of supplying them. 

Berider the coot-benefit analyair, there are other 
indicator8 that ahow that tha programr have generated positive 
and significant returns. Two much meaaures ara presented in 
Table F-8 cost per job generated, and dollar value of export 
malas per program dollar expanded. 

Table F-8. Cort-Effectiveness Indicators 

Total Maximum Yearly 
Program Cost Export8 
Cort Por Per Program 
(1986-89) ($) Job ($) Dollar ($) 

CINDE/PIE 12.9 million 1,043 7.5 
IPC 5.2 million 1,316 5.3 
PROEXAG 2.9million 4,307 0.9 

Notor: All coat and export ortimator are in 1986 dollars. Cost 
per job omtimato8 ara for jobs attributad to tho institution. 
Sourcam: Conmultant rurvay; institutional e8timatom. 

Tho mort coat-offectivo programr for omployment generation 
are tho invaotment promotion programs. Tho CINDE/PIE program 
holpad gonorato amployment (maa8ur.d in term8 of attrfbutablo 
amploymant only) at an approximate cost of $1,000 par job. The 
IPC program comt about $1,300 per job. Tha PROEXAG program (which 
did not focum on omployment generation as much am axport ralos) 
coat about $4,300 par job. 



In terms of export sales generated, the most effective 
program ham been CINDE/PIE. CINDE/PIE88 investment OF $12.9 
million resulted in incremental annual export males of $97.2 
million or about $7.5 per program dollar expended. Maximum 
annual export8 generated by IPC amounted to $27.6 million or 
about $5.3 per program dollar expended. Finally, the RRO3X.G 
program generated about $0.9 in export. for every program dollar 
expended becaumo moot of PROEXAG88 benefit8 come from deal-making 
(finding foreign buyero), which began in earnest only in the last 
couple of years , 

At the national level, 9th. level of exports generated by 
each inmtitution i8 noat mignificant in the CXNDE/PIE program 
followed by PROEXAG and IPC. A8 ahown in Table F-9, the CXNDE/PIE 
program has accounted for about 31 percent of the country8@ total 
incremental growth in export sales. In the case of PROEXAG, the 
program accounted for about 12 percent of total incremental 
nontraditional agricultural males in Guatemala. Finally, the IPC 
program contributed about 4 percent to the Dominican Republic's 
incremental manufacturing export.. 

'Shere findings demonstrate that the role played by an 
institution or program depends on where the country im on the 
export learning curve. In Costa Rica,, a relatively amall 
manufacturing base in 1986 ($220 million) allowed CINDE/PXE to 
make a mignificant contribution to the country8# incremental 
export baoe. In the Dominican Republic, where the export base is 
nearly twice that of Costa RicaR8, the IPC88 contribution in both 
percentage and absolutq term8 is less significant. Finally, the 
PROEXAG program in GuaLemala appear8 to lie momewhere between 
CINDE/PIE and IPG 

Thin analymim mtrongly 8ugge8t8 that promotional 
inmtitutionm can play a mignificant and positive role in A.I.D.8r 
mtrategy to promote trade and investment. Thi8 is particularly 
true in environment8 that are reasonakly favorable, The three 
inmtitutionm studied were effective in helping local and foreign 
invemtorm rampond to opportunitiem. Support to theme promotional 
inmtitutionn offer. an attractive economic rate of return to 
donor remourcem, The coat-benefit analyrim emtimated a rate of 
return on the order of 20 percent in constant term8 for all three 
inmtitution8. 

There ratem of return are quite senmitive, however, to how 
benefit8 and attribution of benefit. to the inmtitutionm are 
defined. The level of reuponaibility allocated to the 
institution8 ranged from 30 percent to 70 percent. When theme 





attribution levels were cut by more than one-fourth, the rate of 
return for each program dropped below 15 percent. When other 
benefits, primarily those resulting from foreign exchange gains, 
were assumed, the rates of return for the two investment 
promotion program8 exceeded 30 percent, 

Despite the attractive rate of return on investments, the 
promotional inatitutionm, by themselves, do not appear to provide 
an adequate response to a country'm need to increase nontradi- 
tional axportme For the momt part, the impact of these programs 
ir small compared with the national level. The percentage of 
additional exports attributable to the efforts of the promotional 
inmtitutions ranged from a low of 4 percent of incremental 
national exports for the IPC, to 31 percent for CINDE/PIE, with 
PROEXAG in the middle at 11 percent. These findings suggest that 
promotional program can make a mignificant contribution, but 
that favorable policies account for moat of the growth in 
nontraditional exports. 
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ANNEX G 

The central issua for A.I.D. programming im mimply stated. 

-- Do trade and invaatment promotion organizations merit 
continued A.I.D. mupport? 

This section summarizes the mtudy findings to answer this 
question and suggest future directions for A.I.D. programming in 
trade and investment promotion. Before turning to this task, it 
is important to omphamizo that an affirmative answer to thim 
quoation doom not imply that every A.I.D. rimdon should fund one 
or more promotional inmtitutionm, nor does it imply that overy 
oxport and invastment promotion program will work. Whether 
f-ding mhould be providod in any givon country and what form 
assistance mhould take dapond on both the country amsimtanco 
mtrategy and tho naturo of tho inmtitutional candidate8 for 
8upp0rt. 

1.2 mv Ou-ed bv the 1- 

Thim iemue papor focumam mpecifically on threo questionr. 

1. Whera do promotional inmtitutionm fit into a mtrategy 
to promoto invomtmant and export growth? 

2. Givon tho finding8 of tho inotitutional, financial, and 
othor analyrom undortakon, what marvice mtrategiem are 
moat appropriate for invamtment and export promotion 
and offor tho groatomt return for iC.1.D. mupport? 

3 What institutional modelm appear to offar the best 
vohiclom for dolivoring them. packagom? 

No mtudy can anmwor them0 quortionm definbtivoly, and 
conmoquontly thim moction will concluda with a briof roviow of 
unanmwerod quortionm and pomoiblo future diroctionm for research. 



Thim mection draws together tho findings from each of the 
mogarato analyses reported in Annexom A-F to rrsmoss tho 
implication8 for A.I.D.Om futuro programming JLn trade and 
invomtment promotion. Its methodology consis1:s of looking not at 
mpocific countriem and institution. qtudiod rather tho broader 
principles and lemsonm learned. 

2. DO P m O T I O m  INST-IONS W Q m -  
T a - A N D ?  

Tho ovidenco of thim study points 8trong:Ly toward an 
affirmative answer to thim quemtion, that im, 

-- Export and investment promotional institution8 can 
contribute to oxport growth and divcrrmification. 

Particularly when tho climate for foreign investment and 
errport8 ham recently improved after a long period of noglect, 
tho80 inatitutionm havo a rolo to play in helping both local ana 
foreign invomtors to respond to the opportunities availabla. 
Sound promotional in~otitutionm and programs are therefore good 
candidates for donor support am part of a program to promoto 
trade and invomtmont, 

Support to promotional inrtitutionm offers an attractivo 
oconomic raturn to donor remourcer. Tha cost-bmafit analyrim 
amtimatad tho roal aconomic rat. of roturn on tho total comtm of 
tho promotional institution8 mtudiod to be on tho order of 20 
porcont. 

Thim rat8 of roturn im quit. mensitive, however, to how tho 
banafits are moasurd. Promotional inmtitutionm generato 
banofits through job8 and oxportm, but they do 80 only 
indirectly. Tho firu thoy asmimt, not tho promotional institu- 
tion., actually ganorata the banofitm. The appropriato 
attribution of much banofit. to tho promotional institutions i8 
tharoforo an imruo of major concarn in analyzing tho contribution 
of much inmtitutionm. If a given invomtmont would not havo taken 
place at all without tho inmtitution'a mupport, im it appropriate 
to attribute all of tho economic bmnafitm to tho institution, or 
only a part? What about camam in which tho invomtmont might h a w  
taken placo without tho assimtanco, or would muraly have taken 
placa (and how can tho rolo of tho promotional inmtitution bo 
moamurod)? Tha analymim roportod hare asked tho ammimted firms 
murvoyed to attributa credit for making their investment go 
forward and used their romponsos to armign a portion of tho 



astimated oconomic bonefitm to tho promotional institutions. 
This proportion rangod from about 30 to 70 poraont for tho throo 
institution8 included in tho coat-banofit analysis. 

Dompito the attractivo rat. of return to invoutments in 
promotion, promotional institutions, b themeolves, arm cloarly 1 an inadequate response to tho need to ncroamo nontraditional 
axports, Thoir impact ia simply too small at the national level, 
unlems A.I.D. mupport is very largo rolativo to national oxports. 
The study euggoste a rule-of-thumb of a $5 increment to oxports 
in tho short term for each dollar investod in foreign investment 
promotion, and porhape one-third that love12for agricultural 
oxport promotion (about 30 cants per year). To double nontradi- 
tional oxportm from $100 million to $200 million during a 5-yoar 
period would require aasistance of $20 million for foreign 
invostment promotion during tho poriod and $60 million for local 
agricultural firms. 

Thoso crro oxtromely rough ostimatem, but they suggest that 
promotional institutions are likely to have a largo impact on 
oxportm in parcentago t o m s  only when oxpenditurces aro high 
rolativo to tho nontraditional oxport base. Comta Rica's 
oxparionco with CINDE, which claimo direct involvement in oxports 
amounting to roughly half of tho increase in NTEm sinco 1983, ie 
an axamplo of large impact achieved through largo expenditures 
of monoyt IPC im an oxamplo of a rolativoly mall impact achieved 
by sponding m c h  1088 money to influonco a much larger oxport 
moctor. 

All of the80 findings apply only when policios favor oxport 
and investment. Whon tho policy onvironment im unfavorablo to 
oxportm, tho roturnm to promotional invostmentm aro far 1088 
certain. Becausa tho camom mtudied war. chosmn to repreoent 
promotional programs in a favorablo policy onvironment, tho 
studyom conclusion applios only to such oituationr. Promotional 
inetitutions can help to axpand oxports in a favorablo 
onvironaont and can provide an attractive return to tho donor 
dollar; whothor tho mama im truo in an onvironment whoro oxport- 
oriantod invemtmant is not financially attractivo ramainm highly 
uncertain. 

'only throo institutions-CINDE/PIE, IPC, and PROEXAO-wero able to 
provido a specific list of invoetmentm and oxports for which they 
claimod crodit, Tho cost-bonafit analysim was therefore limitod 
0 thom, 
'A similar ostimata vam not pousiblo for promotion of oxports by 
local manufacturing firm., bocauso none of tho institutions 
mtudiod wan able to provido a detailad limt of oxports by 
asmimtod firm8 in thim group. 



No mingle mentico mix im optimal for all condition.: there 
im no "magic formulaw for effoctivo promotion. The otudy does, 
however, muggemt meveral ingrodientm that ehould be at the top of 
the limt in developing tho right mix for a mpocific mituation. 

Tho mtudy found not om, but meveral alten~tive strategies 
that appear to work, Each viable mtrategy consist8 of three 
componentm. 

1. 

2 a 

3. 

Tho 

Clientolo. Local exporter8 need menticem altogether 
different from foreign firmo: agricultural firms need 
the mama general typam of oervicem that manufacturing 
firmm need, but the mpecific naturo of the mervice im 
mector- and product-specific. 

Servico mtratogy. Service8 may bo cumtomizod (adjusted 
to the needm of the individual client) or mtandardized 
(provided in tho mama form to a largo number of 
clientm). Services may be concentrated on a few 
clientm, generally member8 of a mpocific targot . 
cliontelu, or diffuse, providing a little assirtance to 
a lot of firmm. Customized mervico 3rogramm tend to be 
concontrated, bscaume of budgetary constraint., and 
mtandardized programs tend to be diffumo. 

Institutional mtructure. Each mtrategy identified ume8 
on0 (or at most two) of tho following inmfitutional 
mtructurem: a mmbermhip organization, a govonment 
unit, an independant private entity, and a projoct 
implementation wit. 

mtudy roachum three key finding. on theme component8 and 
their interaction to forr a viable mtratogy. 

1. An offoctive promotional program can bo developed for 
oach of the clientele groups--foreign firmm, local 
manufacturorm, and agricultural firm.--but tho 
difforont needs of oach group imply that any given 
program mhould bo diracted at only onom 

2. A cuotomizod, concentrated mervice rtrategy can bo made 
to vork well for each cliontolo group, am can a 
mtandardizod, diffume atrategy, but not both at once in 
tho mame inmtitution. 

3. Once the client010 and mervice mtratogy are selected, a 
mingle inmtitutional ~tructure appear. to work beat. 



If there is a conventional wisdom in the fiold of trade and 
investment promotion, it is that customized, targeted, intensive 
morviceo hava an impact, and standardized, diffuse aervices do 
not. Pushed to the oxtroma, tho conventional wimdom charac- 
terize. mtandardizod rorvicom a8 the choico of government 
institution8 that lack the reeourceu and expertime to do anything 
0180, and eustomizod morvicom am -a preferred option, tho 
mluxury itomw of promotional program80 

A principal finding of thim mtudy im that this conventional 
wisdom may be wrong. Standardized mer~icea, such as printed 
information and foreign market price information, are among the 
morvices that firm8 aro moat likely to receive and, more 
ireportant, among tho rervicem most likely to havo an impact on 
the recipiont, whether foreign or local. 

The mtudy suggests that one of the moat important 
contributions of a promotional program is to increase the number 
of firmm in the wnotm of potential investors. Information, 
including mtandardizod information on price8 and operating 
condition., omergeo a8 the singlo most important ingredient in a 
mtratogy to expand tho pool of candidate investors and exporters. 

For foreign firm, tho best way to bring more firm8 into the 
not im to find as many firms that arm considering oversea8 
invoatment am poomiblo and do everything possiblo to get tho 
promoted country on their short list, Onco a given firm decides 
to reriously consider the target country, the important work of 
tho promotional institution im essentially done; the decistion to 
invomt or not to invomt will be made an tho iundamer.talm (wage 
ratom, regulatory climate), Additional promotional mupport (help 
in rotting up tho mito viait, for axample) can bo important in 
ensuring that tho firm gets the right information on tho country 
and makos tho right contacts, but the information and tho 
contacts, not tho ammimtanco itmolf, makes tho differonco. 

A mimilar picturo omorgo8 for local oxport firm.. For local 
firm., tho numbor of Oirmr in tho not im oxpandod momt oamily by 
finding firm8 that are roady to oxport and helping them to 
contact ovormoam buyorm and to learn how ovormoam market8 aro 
organized, For manufacturing firmm (and agricultural firm 
aolling a mpocializod product for pracossing), thim may be 
onough, Uomt of tho80 firm8 ongage in contract production, and 
tho rtudy found that thoit buyer8 provido tho technical 
ammimtanco thoy nood. 

For agricultural firms molling into tho fromh market, 
howovor, information nay not bo onough. Tho80 firms .ell to 
doalorm who, unliko contractorm, havo no roal intoroat in helping 
their muppliorm to improvo the quality, officioncy, or 
productivity of their operation. Technical asmimtanco for 



production is therefore important to thim group, and they have 
few alternative sources to turn to for help. 

In all three cases, the missing ingredient provided by the 
promotional institution is information, but the specific nature 
of the information varies with the clientele, Generalizing 
acrosm all three group., two types of information are needed: 

1, Fact8 about ths market and how it workm. For foreign 
firmm, this information includam tho cost of production 
in the target country; for local firms, information 
needm include price data and information on import 
regulationm. 

2, Contact names. For foreign firms, this information 
include. referral8 to local professional firms, 
suppliers, free zones, and the like; for local firms, 
the most important contact. are buyers. 

The finding that information im tho key ingredient im 
attractive for both practical and theoretical reasons. On the 
practical mida, mtandardized information is one of the cheapest 
mervices to provide on a per firm b ~ ~ i s .  Nevertheless, the cost 
of pr~viding information per'recipient firm varies widely 
depending on the form that information takes, and it can be 
expensive to promote activities such as preparation of investment 
profile8 or on-site presentation8 to potential investorm. It 
would be premature to conclude that relatively inexpensive forms 
of information outperform more expensive form8 dollar for dollar. 
Additional research im needed to determine whether the more 
cortly mean8 of providing information aro coat-offectivo relative 
to 1888 expensive approachem. 

A mecond practical advantage ir that mtandardized 
information im relatively eary to provide. Local permonnel with 
little exparienco or mpecialiced knowledge can be trained to 
amremble, organize, and provide their clien.;cn with information 
from eximting databamem on pricem, diroctoriem, and other readily 
availablo mourcem. 

Prom a theoretical mtandpoinl:, the finding that information 
. i e  highly valued by 1Pirmm help to jumtify tho mubsidy inherent 

in donx oupport to promotion. Subsidies are most appropriate 
when th,re im market failure. Poor or uneven availability of 
information im among the moat common cause8 of market failuro and 
ir highly characterimtic o i  doveloping countries emerging into 
export rarketr. 

What happens to firmm that are not ir, a position to benefit 
from information? Doem a mtrategy demigned around firmst 
information needm mean that firmm that neced more than jumt 



information mhould be pushed to ths bottom of the queue in order 
to help firms that are almomt ready to export? Yes, it doer, if 
the mame amount of assimtance can help meveral firms to export 
(and create job8 and earn foreign exchange), instead of helping 
one firm to almomt export. 

The value of amphamizing mtandardized infomation mhould not 
bo carried to the extreme of condemning cumtomized services, 
including customized information much aa markot research studies 
or technical assimtance. The study found that technical 
ammimtance, particularly training and technical assirtance for 
production, im highly valued by local firm that received the 
menrice (although technical assiutance in markeking had a higher 
correlation to export performance). But the mtudy found that 
technical assistance iu much more expensive per recipient: 
moreover, local manufacturing firm8 are often able to get 
ammimtancc from their buyer.. With a limited level of funding, 
many more firms can be provided with information than can be 
provided with technical assistance. If the right firms receive 
this aosiutance at the right time, the total impact could well be 
much higher than that of intenrhe amsiotance to a few. 

Nor doe8 a mtrategy based'on information imply that 
prvdotion mhould be a temporary activity, continued for a 
cdmparatively brief period at the end of which all firms have the 
information they need. On the contrary, information-baeed 
promotion mhould arguably continue indefinitely, alwayr meeking 
to operate at the frontier at which a new crop of firmm needs 
aouistance. 

For local firmr, the frontier moves as new firms reach the 
point where they have the bamic capacity to export but need help 
in contacting a buyer who can provide the technical asrietance 
and marketing expertise enabling them to move into the oxport 
market. For foreign investors, the frontier mhiftm as changing 
condition. in the target country make it attractive to firmm in 
mectors that do not have an emtablimhed presence in the country. 

Thim frontier im not otable acrosr countriem or even within 
the mame country over time. Even when a country im well-known in 
a particular rector--am the Dominican Republic im in textile 
asmembly, for example--that mame country may be all but unknown 
to potential foreign investor8 in another mector, much am 
pharmacouticalm or data procemming. A change in the local policy 
climate (or, equally likely, a change in U.S. import 
remtrictionm) may create a newly profitable niche that foreign 
inventor8 will fill if they know it eximtm. 

Tho frontier is equally mobile for local export firmm. At 
any givon point in time, the national entrepreneurial barre im 
likely to include a relatively mall number of firmm that are 



already established exporter8 (and therefore do not need 
assistance), a very large number of firms that are not even close 
to being ready to oxport (and might not be able to reach this 
lovol ovon with intonmivo assi8tanco), and a number of firms in 
the middle. Thim last group ia the most appropriate target for 
ammimtance, whether intonmivo, customized mupport, or diffuse, 
standardized servicom. How largo thim group im at any givon 
time, and its mectoral compomition, im cloarly a question that 
must bo answered country by country, taking into consideration 
not only tho nature of tho entrepreneurial base but also the 
policy environment within which it operatom. In export promotion 
am in invemtment promotion, a mhift in policy can create a new 
opening for exporters, or slam closed a window of opportunity. 

Promotional organizations need the flexibility and planning 
capability to identify the frontier and then to adjuat their 
program to serve firms in itm vicinity. If the institution plans 
to continue in existenco for long, it needs the capacity to keep 
up with shifts in the frontier over time. It is noteworthy that 
vary few of the institutions studied have these capabilities. 

The mtudy identifiod five viable models for delivering 
merviceo, baaed on tho different needs of oach clientel. group. 
All five model8 emphaeize information, but they differ deponding 
on the answer8 to throe key questionm: 

1. I8 the primary clientole foreign investor8 or local 
oxportorm? 

2 .  Will the program primarily provide concentrated, 
customized asmiatance to a few targeted firms or 
standardized aomistanco diffused across a largo number 
of firm.? 

3. How important is aumtainability? 

Tho model8 identified by tho rtudy represent refinement8 of 
oximting etratogiom rather than major modifications to A.I.D.@m 
trade and investment program. But at the mame tiree the&. ouggest 
a need to change 8omo of tho current assumptions and modify 
certain domign elemonts currently in wide use, as further 
dimcuamed below. 

Export promotion and invomtment promotion require different 
mervicos and difforent mkillr, and a8 a result should arguably be 
houmed in differant organizationm. Tho 8amo is true of 



cuetomizad vermue mtandardizad etudieu, and of agricultural 
versus manufacturing firms. Five models were identified by the 
mtudy that combine viability with effectiveness to serve these 
different groups. 

Customizad investment promotion, an independent 
privata antity providing customized investment 
pronotion mupport to potential foreign investore in 
target mectorm, and relying on outside funding; 

Standardizad investment promotion, a government unit 
providing etandardized, diffuse mupport to foraign 
inveotorm, mcalad down to tha lava1 of funds available 
within host government budgetary constraintu; 

Cuetomizad asoirntanca Lo local axportera, an 
independent project implementation unit providing 
customized, targeted assistance to local firms, relying 
primarily on outuida funding; 

Standardized aemietanca to local exporter., a member- 
ship organization providing mtandardized, low-level 
8upport to local firms suetained by fees and membership 
duer, pomeibly in conjunction with a modest program of 
cuotomized ammistance financed by donor funds; and 

Standardized and customized assistance to local 
axporters, a cooperativa program between an independent 
project Implementation unit and a membership organ- 
ization, in which the former eerves as a delivery 
mechanism for customized services offered to a targeted 
cliantola within tho membership and financed by donor 
f unds 

Key feature8 of these modelm are mhown in Figure G-1, which 
mummaritam tho earvica mix, funding mourcem, and marketing 
mtratagy that aro contra1 to aach model and give8 axamplam of 
aach drawn from tho country came mtudiam. The five nodal8 
provide a rango of options to fit diffaring targat groupm and 
varying lovolr of ramourco availability. 

Modal8 2 and 4 can be 8tNctur.d for mumtainability without 
a larga and continuing infumion of donor funding, Modal8 1 and 3 
imply relianca on outride funding for continuation of the 
program. Thee. modal8 mhould aithar ba 8tNctur.d with a 
prodatermined lifa rp.an or providad with a permanent mourca of 
ravanua that i8 not diractly ralatad to memicam (much am an 
ondowmant), Modal 5 fall8 momawhara between tho two: tho 
mtandardizad manticam providad by the membership organization can 
acliiava mumtainability but tho customized memicar cannot. 



Figure 0-1. Viable Modal8 for Investment and ' 

Export Promotion 
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The study warn unable to determine which model has greater 
impact and offers a higher return, for two related reasons. 
First, most of the programs examined havo boen structured to 
provide a high degree of customized morvicam to a relatively 
mall number of firms, and most of thom aro also providing 
standardized servicos to a larger cliontelo. A.I.D. has tended 
to load cumtomizad aorvicos on top of a standardized service 
program, making it difficult to dimtinguish which servico 
olomonts are responmiblo for tho impact. 

Socond, none of tho programs that rely most heavily on a 
diffuse service stratogy (JACC, GEXPRONT, CENPRO) keep8.a tally 
of oxports or investments for which they claim crodit. This 
failure is not evidenco of mloppy management (or at least not 
ontirely so). By thair nature, programm following a diffume 
strategy do not have mufficient contact with any given firm to 
make it feasible or appropriate to track their export 
performance. Even if the organization wero to follow up one or 
two years later with a firm that: had received, for example, the 
name8 of 10 possible buyers, the organization's ability to claim 
crodit for any export gains made would be extremely limited. As 
further dimcussed later, thim posom a problem for the 
accountability-conscioum donor. 

Although tho lack of data prevents definitive comparison of 
conconerated and diffuso aesistanco mtrategiem, tho survey 
findings cast significant doubt on the assumption that intonsiva, 
customized servicos for a few lucky firms havo a greator total 
impact than do standardized services diffused across a larger 
population of firms. Am noted in tho previous section, many of 
tho mervico8 that garnerad high praime from the asointed firms 
fa11 into categorfoa witad to providing a mtandardized mervico 
to a largo numbor of firmm. Until furthor mtudy is given to tho 
quoation of how beat to provide information services, it remains 
an open queotion whether customized mervicoo to a few firmm or 
standardized sorvicos to many firm8 gonorato more total impact. 

Tho lack of impact data inhoront in diffuero asmimtanco 
mtratogios im a dimadvantag. from tho mtandpoint of tho donors; 
thoso programm do not gonerato tho proof of impact that donor 
rgonciom like to 880 (and to bo able to mhow). Program8 
following tho concentratad morvico modal work intenmively with a 
fow targetad firmm. Thoy tond to maintain record. on the 
porformanca of their clientm over time, particularl.;, if they are 
eagor to koop donor fundr flowing. They can arguo that gains 
mad. arm duo to their assistanco (although they generally cannot 
offor proof in a control group). 

Tho bottom line im that 
diffuso-marvico programm may 

the impact of low-intaneity, 
bo as littlo or as great as that of 



concentrated mervice modalm, and these programs may be much more 
coot-effactiva, but they cannot prova it. 

What im excluded by the fiva modelm presented? On first 
viaw, it might appear that they include everything Ae1.D. im 
already mupporting, and mora, but thim im not the caea. The 
nodelm imply a need to modify A.I.Deom assistance strategy for 
trada and investment promotion in oeveral way.. 

-- Decraamo tho amphamis on ganerating fee income; 

-- Undertaka nor. caraful analymim of tha implications of 
the technical expertime required by each institution 
for succemm; 

-- Separate axport and investment promotion programs; and 

-- Develop a willingness to trade sustainability for 
ohort-term impact. 

4.1 G r w r  R e w c e  on Fee Alwavs a Good 

Pro j rct demignerm have bean momavhat cavalier . in assuming 
that faam could and mhould ba collacted to improve institutional 
viability and performanca. Tho mtudy suggesto that fees hava a 
umaful rola to play but that feab ara not an adequate source of 
ravanuam for sustainability, nor arm increased fees necessarily 
conduciva to bettar inotitutional effectiveness. 

Pea income im highly damirablo for institutions working with 
local firms (both memberrhip organizations and independent 
projact implementation unitm) am a maano of rationing mervicom, 
ganerating income, and, for raemberohip institutions, building 
tiam to their clientala. Poem do not provide an adequata bamim 
for muotainability, howavor, bacauma full-coat recovory faam 
would h a w  to ba unraalirtically high. Ofl all tha mambarrhip 
inmtitutionm mtudiad, JACC has programmad moot in charging 
raamonablf faam, but tha level8 charged ara far balow full-coat 
racovary. Although JACC and other melabarmhip group@ can and 

'JACC currantly chargom 80 percant of tho direct costs asmociated 
with aach manrica, including tho tima of the professional and 
support mtaff diractly ammociatad with the mervice. Thim im 
admirablo but very differant from 80 parcent of the true coat. 
Tha full comt would includa, in addition to direct costa, a' 
proportional allocation of the organizationom total comtm, 
including adminimtrativo ovarhoad, axpenees associated with 
activitioa that do not ganarata revenuam (such as lobbying), and 



mhould work harder at generating feem, it is not realistic to 
expect them to be able to cover the costa of lobbying and general 
promotion as well as institutional overhead from feea charged on 
mpecific mervices, particularly when the latter are expensive. 
If expensive services are strictly limited, ar3 indirect services 
kept reasonably mmall, JACC should bo ablo to mustain activities 
with faem plus membermhip dues, mupplemented by some grant 
income. 

Foo income im mceh lesm desirable and appropriata for 
investment promotion organization., for meveral reasonr. First, 
would these organizations havo great difficulty in charging gees 
for much of what they do (collect cold calls?) without damaging 
their image and that of their countries. 

Second, and perhapm more important, pressure to generate 
fees actually may interfere with their effectiveness. 

-- A need to generate fees encourages investment promotion 
institutions to target the easy sectors (e.g., textiles 
in the Dominican Republic), not the new sectors on the 
frontier. 

-- Many fee-generating schemes would interfere with the 
institutionOr credibility as an impartial so~;ca of 
reliablo information for invsstors. 

IPC, for example, is exploring the possibility of charging 
brokerage fees to Ereo zones where they place investorm. Leaving 
aside the practical problems associated with collecting much 
foes, this approach could well damago their ability to provide 
information on all of tho free zonem and arrange visits to 
movoral zonem without showing favoritism. 

Tho80 oxample8 suggest the need to think much more carefully 
and roalimtically about too income and its role in tho memice 
mtratogy and long-term viability of the institutions mupported. 

A rolated finding is tho need to build in accountability to 
a mprcific clientole, whether or not fees are charged for 
romice8. The oxamplo of ProChile in Chilo muggest8 that, even 
for public 8ector organizationm, a management stmcturo that 

profesrional downtime (time mpent providing mervices for which 
faom cannot realimtically be charged, much am brief phoxqu 
conmultationm, time mpent planning and managing the meniice, 
otc.). For JACC, tho toam calculated that full-@out recovery 
foam would havo to bo about three times higher than the current 
diroct coat lev01 now umod to calculato feem. 



provider for direct involvement by reprerentatives of the private 
mector tends to improve performanco. 

The problem of privato rector accountability iu by no means 
limited to the public rector organizationm. Hembarship organ- 
ization. that are heavily dependent on A.I.D. financing tend not 
to be reoponmive to their membermhip. To avoid thim danger, 
A.1.D. rhould accept a mlower growth rate for rervices provided 
by these organizationm, to enoure that they do not expand beyond 
tho capability of their membermhip to control and financo their 
activitiar. 

Both Chile and the Dominican Republic provide examples of 
power struggles between public and private mector interests over 
who will control an independent private entity. A.I.D. cannot 
realistically prevent such power rtruggles in investment promo- 
tion organizations, which by their nature serve a clientele that 
ir not involved in management: potential foreign investoro. But 
A.I.D. can ensure that any government victory in such struggles 
will be Pyrrhic by withdrawing funding. 

With tho exception of the independent project implementation 
unit, none of the organizational rtructures examined ham proved 
adept at establishing and maintaining a high level of technical 
oxpertiso, They tend to be mtaffed at the operational lev01 by 
capable but inexperienced permonnel with a high turnover rate. 
Thir lack of tochnical expertime i8 not a problem for investment 
promotion organizationr, which rorve a comparatively mophimti- 
cated clientele and can quickly train new employees in the local 
knowledga needed. 

Lack of expertire ir a problem, however, for export 
promotion organizationr, which monte local firm8 needing 
tochnical armimtanco and buyer contacts. Thim mituation has two 
alternative anmvorm: (1) limit mervicom to mtandardized ronticem 
(much a8 roforrals from publimhed directories) requiring littlo 
oxportiro or ( a )  provide a mechanimm to make additional technical 
expertire available to there inrtitutionm. 

Produetion knowlodge and buyer contactm tend to bo highly 
mector-rpecific and exponmive, therefore they rhould be targotad. 
Am a rorult, thoy are best mtructured ar separate, tunporary, 
donor-mupported program8 rathor than am permanent, memberrhipwide 
rervicor wholly mupportod by foam. A8 commented previoumly, 
membermhip organizationm have great difficulty in favoring 
mubgroupm within thoir mombornhip. 



Within oxport promotion, tho aream of expertise required by 
local firmm in tho agricultural and manufacturing sector8 are 
similar in type but different in content. Many local firms are 
likely to need technical assistanco in production, for example, 
but the naturr of the help needod by an avocado producer irs very 
different from that nooded by a textilo firm. The breadth and 
mpocificity of technical and market information needad muggest 
that oxport promotion programm providing cuotomized support for 
agricultural and manufacturing firmm may noed to be implemented 
moparatoly, although mtandardizod menticem can ba provided to 
both by tho mame organization. 

Tho mtudy found that membership organizations had particular 
difficulty in providing customized, concentrated menticom. 
Becaueo theme organization8 depend on memboxohi.p mupport, they 
face strong preseuro to make their full service menu availabla to 
all of their membermhip, Tha combination of a highly 
differontiated membership (producing lots of differont product#) 
and technical needm that vary groatly by product is inconmimtent 
with efficient provimion of customized mervicem. JACC, for 
axamplo, ham 33 aprioritya products. Avocado grower8 aro not 
willing to re. their money uoed to provide technical assistance 
to pinoappla groworm, at least not if they do not havo acceoe to 
tha mama amoistanco. 

Throo molutionm to thim dflomma ara represented by the three 
viable mod018 prementod for oxport promotion: (1) use a project 
implomentation unit that im not anmwerabla to a membormhip and 
can ronm vhatevor audlonce A.X.D. dofinom; (2) meal cumtomized, 
targoted morvicem within a rolativoly mall and meparato program 
cloarly labeled adonor-funded, not member-f~nded,~ or (3) provide 
cumtomized mervicem through a projoct implementation unit in 
cooporation with moro widempread otandardized menticem provided 
by a mmbormhip organizafion. 

4.4 t h 8  S-~~tjon .b Do a Good Job 
i - - 

Savoral of the programm examined combine export and 
invortment promotion (CINDE, for oxampla, mtarted am an axport . 
promotion program and than mhiftod to investment promotion and im 
now mhifting back to giva more omphamim to local ffrmm). The 
mtudy muggestm that oach organization should havo a clear mandate 
to manta aithar foroign investor8 or local firms, but not both or 
at hast not both with tho ram. rfaff and program. The nood t o  



separate the two is particularly great for the customized service 
model, but it also applied to standardized service strategies. 

The two main reasons for separating the two have already 
been discussed previously. 

1. Foreign firms need services and information different 
from those of local firms, so the gains from combining 
services for the two clientele groups are unclear. 
Unless th3 special information and assistance needed by 
local firms can be managed and provided by an outside 
source (such as the IESC), it will be difficult to 
manage the range of service8 required by the two 
different groups. 

2. Each type of promotion requizes a different level and 
ty3e of technical expertise. Export promotion 
generates a much greatcr demand for technical expertise 
(including detailed knowledge of foreign milrkets) than 
does investme~t promotion, particularly when customized 
services are provided, and therefore requires a 
different and more experienced personnel base. 

The need to separat~ the programs and provide a separate 
staff ?or each does.not necessarily mean that parallel programs 
canuo*; b% implemented within a singla organization, although the 
ge'ns from doing so are far from self-evident. Additional time 
is needed to determine whether CINDE8s attempt to carry out these 
different functions through parallel but separate divisions 
within the same organization will prove effective. 

It ahoulZ be emphaolized that the need for technical 
production knowledge is greater in the agricultural sector for 
both foreign and local firms. Whereas the technology for most 
manufacturing operations poses the. same problems wherever it is 
applied, aach country's climate, soil, and pest conditions raise 
special problem. Foreign firms ere likely to encounter almost 
a8 many difficulties as local f i n  in introducing a crop to a 
new location, but their greater resources and experience base 
nonetheless mean that they have less need of assistance from an 
A.1.D.-supported institution. 

4 .# 5 So Thev8re Not S-le. So What? 

Three of the models presented are viable only as long as 
outside funding is provided. They can survive the withdrawal of 
A.I.D. funding, but only if another source of funding, such as an 
endowment or other donor support, replaces. it. As a practioal 
matter, a mission undertaking a program based on one of these 



models must either build in such support or be willing to see its 
program wither away. 

A private enterprise officer interviewed in one of the 
non-case-study countries suggested that sustainability was not an 
appropriate goal. He argued that ASIs have done their job when a 
more than s~fficient number of axport-oriented firms has been 
developed. Once this is achievtd, the firms themselves will 
maintain pressure for policies favoring exports and attract new 
investors through private contacts. This argumaent is attractive. 

It was argmid earlier, however, that the promotional job is 
never done: there is always a new frontier for promotion of 
foreign investment and a new crop of local firma ready to 
graduate to the export market. This conclusion by no means 
implies that export and inveotment promotion programs axe only 
worthwhile if they continue hdefinitely. On the contrary, the 
stuey found that these programs! can be justified economically on 
the basis of their short-term and immediate benefits alone, 
regardless of any later benefits provided from institution- 
building. This finding is fortuitous, because many of the 
programs will indeed cease to exist for all practical purposes 
the moment A.I.D. funding is withdrawn. 

This study has highlighted several service models that 
appear to support potential axporters and foreign investors and 
shown that program6 providing such support merit A.I.D. support, 
at least in a favorable policy environment. The next issue to be 
addressed is how best to provide the services identified as 
effective. In particular, the study raises three questions that 
deserve further atterkion: 

1. What is the most cost-effective method to provide the 
information and other oervices identified as most 
important for export and investment promotion? 

2. What is the appropriate balance between indirect 
uervices (particularly prirely promotional activities 
uuch as advertising and cold-calling) and direct 
oervicee? 

3.  Can the impact of diffuse service strategies be 
measured, and, if so, how does it compare with that of 
the concentrated service models? 



A final issue is what to do when the policy environment is 
unfavorabla. Here the question is not so much whether 
promotional institutions can 58 affective at bringing new firms 
into the net in such an anvironment-they can brinq fims into 
the net, but they will jump right out again (or fail out, in the 
case of local firms); instaad, the issue is whether the 
institutions studied, both membermhip organizations and 
independent private entitiem, are an appropriate mechanirm 
through which to channel ammimtanca aimed at changing tha 
anvironment. To tha degree that policiam and the regulatory 
anvironment, not promotional program., deterarina a country's 
muccess at building an export sector, this question ray well be 
more important than the one addressed by thif otudy. 


